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SI 
g Your Firm Is Ready fora 


FREE Lacerte Evaluation Kit. 


You're looking for ways to increase profitability. 

Lacerte offers productivity tools such as paperless office solutions and accounting integration to help you 
do more in less time. Plus, revenue enhancers like our tax planner help you profit from added services. 
Your tax software doesn’t include all the forms you need. 

Why waste time? With Lacerte’s extensive list of available forms, chances are you're ready for virtually 
any type of return. 

Your current software isn't easy to use. 

Lacerte’s intuitive data entry system puts a wealth of timesaving features at your fingertips. Plus, 
customization and flexible design allow our products to easily adapt to your practice needs. 

You're dissatisfied with the level of support you're getting. 

Not getting timely answers to your support questions? It’s time you looked into Lacerte tax software. 

Our goal is first class customer service and support — from phone response to in-program answers. 
Your software isn’t keeping up with government changes. 

Lacerte's team of over 500 experts are dedicated to bringing you the latest in technology and government 
compliant software. That’s why nearly 40,000 tax pros rely on Lacerte. 

You're spending too much time gathering client information. 

_ The Lacerte Missing Data Utility allows you to easily tag input fields as “missing,” and create an email to 

| your client requesting the information. Plus, Lacerte’s e-Organizer can electronically gather client data! 

~ You'd like to minimize the learning curve for new employees. 


Lacerte offers an extensive training program to help get new and temporary employees up to speed. 
Lacerte software is intuitive to use — and data conversion is free of oe from most programs. 





Experience the benefits of Lacerte tax software 
firsthand with a FREE Lacerte evaluation kit. Your 
FREE package includes the complete 2003 Tax 
Library CD, a database of sample clients, and 

a handsome presentation kit to help you share 
Lacerte benefits with associates. Get yours now! 





Call 877-556-4349 now or | 
visit www.lacertesoftware.com/eval today! “Intuit 


© 2004 Intuit Inc. All rights reserved. Intuit, the Intuit logo, and Lacerte, among others, are registered trademarks and/or registered service marks of Intuit Inc. in the United States 
and other countries. Other parties’ trademarks or service marks are the property of their respective owners and should be treated as such. 


Two words: 
New Exam 


One word: Becker 


For decades Becker has been the leader in successtully 
preparing candidates for the CPA Exam. The new 

computer-based exam brought with it new challenges, 
and Becker responded with superior solutions to deliver 
the same expert instruction. Same flexible preparation. 


Same outstanding pass rates. ] 
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beckerCPA.com * 877.CPA.EXAM 





THOMSON 


™ 


RIA 


WG&L Financial Reporting & Management on 
RIA’s Checkpoint® 
Interpreting the Guidelines So You Don’t Have To. 





How many SEC Guidelines came across your desk last year? 


You don't want to know. Especially when you consider that these are in 
addition to the flood of new guidelines and information from the AICPA, 
FASB, and the newly formed PCAOB, among others. Lately, if you miss 
one week, you're missing a lot. 


RIA’s Checkpoint Awarded 


WG&L Financial Reporting & Management products can help you both 
the Highest Rating of digest and communicate this fast breaking, complex information. You 
5 STARS by the can get timely updates from the SEC, the PCAOB, FASB, and GASB, with 
CPA Software News analysis written by our expert authors that breaks down this complex 
(Jan/March 2004) information and puts it into the context of your business. You also get 


charts, cross-reference tables, interactive checklists, model language, 
sample disclosures, and other tools that can help you pull the 
information together and use it. 


Checkpoint. The online 
integrated solution of 
choice for Tax and 
Accounting Professionals. 


All of WG&L Financial Reporting & Management is available on 
Checkpoint, the most powerful online integrated solution made for 
accountants. Also on Checkpoint is RIA's innovative new tool SECPlus 
that can drastically help simplify your SEC filing process. 


Use WG&L Financial Reporting and Management 
Ren OROIZE on Checkpoint FREE for 30 days. 
Visit 


www.RIAhome.com 


or call 1.800.950.1216 


© 2004 RIA RIA, WG&L and Checkpoint are trademarks used herein under license. Other names and trademarks or registered trademarks are property of their respective owners. PG_0304 FRM SOX 1 
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_ CPE DIRECT: 
Major Benefits for JofA Readers 
Now there’s another good reason 
for keeping up with the JofA. 
Members of the AICPA can earn 
up to 24 continuing education 
credits per year by reading selected 
_ JofA articles, completing four quar- 
_terly study guides and passing four 
__ quarterly examinations. 














$159. For information or to order, 
call 888-777-7077 and select 
option #1. 








CPE program. 
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ness clients. 
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Sarah E. Phelan and Michael Hayes 

To pay its staff, every business gathers 
and enters payroll data, calculates wage 
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taxes. Here’s information to help you 
decide whether becoming a payroll 
outsource provider could add business 
to your firm. For sole practitioners 
and managing partners of small to 
midsize firms. 
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small business. For CPAs in public 
practice who advise small business 
owners and CPAs in industry with 
small business clients. 
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small firms and companies find the 
delicate balance between holding costs 
down and keeping road warriors pro- 
ductive. For managing partners of 
small and midsize firms, CFOs and 
CPAs at small and midsize companies. 
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’ AND EXECUTIVES 


Paul S. Devore 

Company-sponsored long-term-care 
insurance is an economical way to 
protect executives from the high cost 
of nursing homes. CPAs need to 
know about coverage. For CPAs who 
advise employers and clients on 
employee-benefit options. S 
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69 TRUST SERVICES: A BETTER WAY 
TO EVALUATE I.T. CONTROLS 

Martin J. Coe 

This first-person account shows how 
CPAs can employ the AICPA/CICA 
Trust Services framework to meet Sar- 
banes-Oxley’s requirement that man- 
agement assess internal controls over 
financial reporting. For CFOs, inter- 
nal audit executives, financial man- 
agers and external auditors. 5 
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“WHAT-IF” ANALYSES 


James A. Weisel 


The second of two articles on using 
Excel to conduct powerful what-if 
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Mike Willis 
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When you turn to ADP you'll get a partner with over 50 
years of payroll processing experience, as well as the 
ability to: 

Eliminate the back-office tasks normally 
associated with payroll processing. 


Choose ADP to handle the administrative end of your 
clients’ payroll. 
ADP will: 
¢ host the payroll application 
¢ calculate your clients’ payroll taxes and assume 
tax liability 
¢ handle all deposits and filings 
¢ print checks and W2s 
. You can: 
¢ increase revenue by offering payroll to your clients 
e print your clients’ checks and reports from your office, 
if you choose 
¢ maintain control of your relationship with 
your clients 





Call your ADP Sales Associate today: 
1-866-4ASK-ADP (1-866-427-5237) 


www.accountant.adp.com 


La? Small Business Services 


© 2005 ADP Inc. The ADP. Logo is a registered trademark of ADP of North America, Inc. 
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INSTITUTE RELEASES ANTIFRAUD GUIDANCE 
The AICPA augmented its fraud-prevention program with a publication designed to 
help audit committees understand one of today’s greatest fraud risks. Written by the 
AICPA Antifraud Programs and Controls Task Force, Management Override of Internal 
Controls: The Achilles’ Heel of Fraud Prevention—The Audit Committee and Oversight of 
Financial Reporting is available free of charge on the Institute’s Audit Committee Ef- 
fectiveness Center Web site (www.aicpa.org/audcommetr). The guidance discusses six 
key actions that should be considered by audit committees: maintaining an appropri- 
ate level of skepticism in all their functions; strengthening their understanding of the 
entity’s business; brainstorming to identify fraud risks; using the entity’s code of con- 
duct to assess its financial culture and identify any information that may indicate the 
risk of fraud; cultivating a vigorous and confidential whistleblower program; and de- 
veloping a broad information and feedback network to facilitate communication 
with internal and external auditors, key employees and the compensation committee. 

Related AICPA guidance, Anonymous Submission of Suspected Wrongdoing 
(Whistleblowers)—lIssues for Audit Committees to Consider, also is available at the cen- 
ter’s Web site, along with the Audit Committee Toolkit, which provides best prac- 
tices for committee members, and the Audit Committee Matching System, which 
links knowledgeable and experienced CPAs with organizations seeking audit com- 
mittee candidates. 
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ASB ED ADDRESSES AUDIT DOCUMENTATION 
The Institute’s Auditing Standards Board (ASB) issued an exposure draft (ED) of a 
proposed Statement on Auditing Standards (SAS), Audit Documentation, which will 
supersede SAS no. 96 (AICPA, Professional Standards, AU section 339) and amend 
two other statements (www.aicpa.org/members/div/auditstd/2005_10_ 12auditdoc.asp). 
The ED establishes standards and provides auditors of nonissuers with guidance on 
documentation of audits of financial statements or financial reporting information, 
addressing issues that arose after the ASB issued SAS no. 96, such as certain state reg- 
ulators’ and government auditors’ emphasis on greater uniformity in the preparation, 
filing and retention of audit documentation by nonpublic organizations. 

The ED also proposes amendments to SAS no. 1, Codification of Auditing Standards 
and Procedures (AU section 530.01 and .05, “Dating of the Independent Auditor’s 
Report”) and to SAS no. 95, Generally Accepted Auditing Standards (AU section 
150.04). Comments are due May 15, 2005. 


Douglas B. Bush, CPA, Blytheville AR 

















INFORMATION SECURITY STILL TOP TECH ISSUE 
The AICPA issued its annual ranking of the 10 technologies most likely to signifi- 
cantly affect practitioners, their clients and their employers in the coming year. First 
on the list (www.aicpa.org/infotech/technologies/toptechs.htm) for the third consecu- 
tive year is information security—the use of hardware, software, processes and proce- 
dures to protect the data in an organization’s systems—followed by electronic 
document management to reduce paperwork; data integration to ensure the syn- 
chronization of information in each of a company’s business systems; antispam tech- 
nology to reduce or eliminate unwanted e-mail; disaster recovery; collaboration and 
messaging technologies that enable personnel to work together regardless of physical 
location; wireless communications technologies; authentication technologies, such as 
biometric identification, that protect an individual’s privacy and identity from inter- — 
nal and external threats; storage technologies—large and small—to accommodate 
organizational and personal needs; and learning and training methods end users can 
employ to improve their practical use of hardware and software. 


Or. TTS) 6 ot oe 
or to request a FREE evaluation copy. 


Satisfaction Guaranteed. www.stf.com 
_ Fax: 315-437-8244 


Gila Services Corp 
ed 


Quality Since 1985 


“Based on responses to STF's June 2004 customer survey. 
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WHAT CAN 4 


GROUND STROKE 


TEACH US ABOUT A 
TRUST ADVISOR? 


One thought: follow-through. 


Your clients turn to you for advice on how to 
manage and protect what they’ve spent a lifetime 
building. At the same time, you can turn to Wachovia 
Trust Advisors for guidance in achieving those goals. 
It’s a responsibility we don’t take lightly. Your clients 
are always the focus as we plan and manage every 
step of the trust process. Whether they need 
estate settlement, trust administration, investment 


management or philanthropic services, Wachovia 


Trust offers the consistency and expertise your clients 

expect. Ultimately, you decide how closely our Trust 

Advisors will interact with your clients. Whatever the 

decision, having us on the team is to your advantage. 
B 8B G 

For nearly 200 years, successful individuals and 

their families have relied on Wachovia Trust to 


manage and help protect their legacy. Talk to us. 


Together, we can achieve uncommon results. 


To contact a local Trust Advisor, please call 888-732-7353. 


WACHOVIA 
‘TRUST 


Uncommon Wisdom 


Trust services are offered through Wachovia Bank, N.A.,.a.national banking association (chartered by the Office of the Comptroller of the Currency) and wholly owned 
subsidiary of Wachovia Corporation. Wachovia Trust is a brand name for the trust services offered by Wachovia. Wachovia Trust does not provide legal or tax advice. Be 
sure to consult with your own tax and legal advisors before taking any action that would have tax consequences. Any estate plan should be reviewed by an attorney who 
specializes in estate planning and is licensed to practice law in your state. © 2004 Wachovia Corporation 








Ethics Education for 
Students 

I read with much in- 
terest “Accounting Ed- 
ucation: Response to 
Corporate Scandals” 
(JofA, Nov.04, page 
59). Having students 
discuss the ethical im- 
plications surrounding 
business decisions is an 
excellent addition to 
the curriculum. I had a 
course in my under- 
graduate program in the early 1990s 
that dealt with business ethics. It was 
interesting because it made us think 
about the issues surrounding the deci- 
sions being made in terms other than 
dollars and cents. 

However, I would like to voice a 
word of caution about the rush to add 
ethics to the curriculum that’s men- 
tioned in the article. It is naive to think 
that an ethics assignment, or even a se- 
mester-long course, will make students 
more ethical. By the time most ac- 
counting students enter an accounting 
class, they are already 19 or 20 years 
old. Do we really think a classroom 
discussion on ethics is going to undo 
20 years’ worth of other influences? 

Collegiate ethics training is a good 
start, but we cannot depend upon it 
alone to make students ethical. It is the 
responsibility of those of us currently 
working in the field of accounting to 
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letters on important professional ish 
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c published « articles. Because space is 





limited, letters submitted for publica- 
tion should be no longer than 500 
H vords. Please include telephone and 
| fax numbers. JofA e-mail address: 
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exhibit ethical behavior 
in our daily dealings and 
to demand it from our 
staff members. Without 
the reinforcement of 
ethical behavior in the 
work environment, the 
positive effects of colle- 
giate ethics training will 
be extinguished. While 
I do applaud the efforts 
of schools, ethics class- 
es alone cannot pro- 
vide the “silver bullet” 
that will prevent the next Enron. 
R. Scott Stultz, CPA, Controller 
Tri-State Transit Authority 
Huntington, West Virginia 





44 A ccounting Education: Response 
to Corporate Scandals” talks 
about a world that does not exist and is 
not likely to be a reality anytime soon. 
Significant changes must be made in 
Sarbanes-Oxley and other laws to pro- 
tect the persons raising the questions. 
It is one thing to detect and under- 
stand fraud. It is a completely different 
matter when one is challenged to step 
forth and do something about it. Stu- 
dents need to be educated to the risk 
inherent in doing the right thing. 
When raising the questions and pro- 
voking the necessary discussions, the 
person operating on his or her moral 
compass will likely be chastised for not 
being a team player rather than ap- 
plauded for raising the ethical bar. Un- 
til the ethical person is provided more 
substantive protection in the work- 
place, ethical behavior will continue to 
be more of a goal than a reality. 
Mary Lou Herring, CPA 
Topeka, Kansas 


Medicaid Debate Continues 

The author of the letter, “Rethinking 
Annuities for Medicaid Eligibility” (JofA, 
Nov.04, page 13) found the article, “Pri- 
vate Annuities Can Aid Medicaid Eligi- 
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bility” (JofA, Jul.04, page 88) offensive 
and said that “encouraging people to 
game the system is unethical and should 


- be discouraged by your magazine, not 


promoted.” He added, “Mississippi is 
struggling to fund its Medicaid pro- 
gram to help truly needy citizens.” 

Funding struggle! The Mississippi 
state legislature elected to place ina 
rainy day fund its substantial share of 
the billions of dollars in tobacco settle- 
ment monies designed to offset the 
medical costs of the state, opting in- 
stead to currently appropriate only the 
future income stream. 

Game the system! Several state legis- 
latures, including that of Mississippi, en- 
acted a tax specifically upon health care 
providers designed to increase the states’ 
share of the federal matching Medicaid 
reimbursement dollars—an annually ad- 
justed “match” for poor states that often 
has exceeded 80%. Should taxpayers be 
offended when state legislatures “game 
the system” by artificially inflating reim- 
bursed Medicaid costs with a provider 
tax, which does not provide any health 
care for needy citizens, but simply adds 
tax dollars to the state’s revenues as well 
as increasing federal matching dollars 
without delivering a tangible health care 
benefit or incurring a real expenditure 
of funds to help truly needy citizens? 

I found the original article to be an 
accurate portrayal of one aspect of the 
complicated federal Medicaid eligibility 
criteria, which also permits recoup- 
ment of the state expenditures from the 
recipient’s resources without the state’s 
necessarily returning the federal match- 
ing funds it had previously received. 

I trust the letter writer’s outrage is 
motivated by genuine concern for the 
Medicaid system to help truly needy 
citizens, that he is a CPA legislator in 
the process of learning the complicat- 
ed system and not simply making a 
political statement. 

John Suter, CPA 
Jacksonville, Florida 
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During the months leading up to the JofA’s centennial issue in October 2005, we are publishing excerpts 
from past editions that offer a glimpse into some of the timeless subjects the JofA has covered through- 
out its first 100 years. “For Protection of the Public” was an editorial in the October 1930 issue. Writ- 
ten only one year after the start of the Great Depression, and before passage of the 1933 and 1934 


securities acts, it made points about independence, transparency of reporting and serving the public in- _ 


terest that remain relevant 75 years later. 


n times of stagnant markets the public does 
not feel a vital interest in security markets, 
but when there are sharp rises and falls 
people who have investments or may have 
investments become aroused, and then comes the re- 
quest for explicit information for the guidance of in- 
vestors and demand for the amelioration of any 
conditions which may be adverse to the general wel- 
fare. There was a time not many years ago when every 
stock exchange maintained a sort of top-lofty attitude. 
There was a feeling, although perhaps not openly ex- 
pressed, that the public, if the public objected, could 
be damned. But that time has gone. There may be 

an individual financial house here and there 
which still labors under 
the delusion of autocracy, 
but for the most part peo- 
ple, whether in finance or 
business, are beginning to 
find out that there is a 
common level of things 
and that to that level all 
will ultimately return. 
The committees which 
are to be appointed will 
not bring about perfec- 
tion. [Editor’s note: The 
writer evidently refers to com- 
mittees being appointed at 
that time by the American Institute of Accountants and the 
New York Stock Exchange to work on problems relating to 
investors, exchanges and accountants.] They will probably, 
like most committees, fall somewhat short of the great 
expectations which accompany their birth. But if, as is 
to be hoped, the committees selected by the two or- 
ganizations are strong and truly representative of the 
best, it is not too much to expect that they will bring 
about substantial benefits. They will no doubt devise 
plans for presenting the public with that sort of infor- 
mation to which the public is entitled and has not al- 
ways had. Questions of technical accounting which 
have a bearing upon the valuation of securities should 
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emerge from joint conferences of the two commit- 
tees answered partly, if not completely. A stock ex- 
change is supposed to be in a sense a purely 
mechanical clearing house without sentiment or par- 
tiality. An accountant, if he is really an accountant, 
stands in an equally impartial position. He is supposed 
to present facts irrespective of the effect of their pre- 
sentation. These two impartial agencies, on the one 
hand, and the extremely partial agencies which are 
responsible for the issuance of securities, on the oth- 
er, should be able to strike a mean and afford protec- 
tion to the people who have money to invest or even 
to those who feel an urge to gamble in the pur- 
chase and sale of securities. Everybody 
knows that the number of 
investors has increased 
within the past twenty 
years to a point which is 
altogether amazing. The 
investing public which 
was originally a small sec- 
tion of the nation has 
spread to include folk in 
all walks of life. Men, 
women and even children 
engaged in gainful occu- 
_ pations find themselves in 
a position to spare from 
their earnings something 
for storing away against the rainy day. Most of them, 
unfortunately, incline to the speculative rather than 
the permanent form of investment, but, whatever be 
their chosen medium or method, they are entitled to 
have placed before them complete information in a 
way which they can understand. There have been re- 
peated efforts to effect the desired reformation, but 
most of them have accomplished nothing and all of 
them, of which we have knowledge, have died away. 
This new attempt to bring about better conditions 
may follow the same path but at the beginning it 
looks like something which will have good and last- 
ing effect.” 


TYPOGRAPHIC ILLUSTRATION BY DANIEL PELAVIN 
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ACCOUNTING 


M@ The Financial Accounting Standards 
Board (FASB) in December issued 
Statement no. 153, Exchanges of Non- 
monetary Assets, an amendment of 
APB Opinion no. 29. The revised 
guidance is based on the principle that 
exchanges of nonmonetary assets 
should be measured according to the 
fair value of such assets. The statement 
replaces the narrow exception for 
nonmonetary exchanges of “similar 
productive assets” with a broader one 
for exchanges of “nonmonetary assets 
that do not have commercial sub- 
stance.” The guidance, whose provi- 
sions will be applied prospectively, 
is effective for nonmonetary asset ex- 
changes that take place in fiscal periods 
beginning after June 15, 2005, al- 
though application is permitted for 
such transactions occurring in periods 
beginning any time after the date 
of issuance. 


eT ae ee ae 


® GASB issued Statement no. 46, Net 
Assets Restricted by Enabling Legislation, 
an amendment of GASB Statement 
no. 34 (www.gasb.org/news/nr123004 
A.html). The subject legislation autho- 
rizes the raising of new resources but 
imposes limits on how they may be 
used. The guidance, which is effective 





















@ For single-click access to fur- 
ther coverage of the news stories 
listed here, visit the Journal of Ac- 
countancy Web site at www.aicpa. 
org/pubs/jofa/joahome.htm. 


B® For news from the AICPA and 
state societies, visit www.cpa2biz. 
com, which also offers online CPE, 
AICPA professional literature, 
practice management aids and 
links to state society Web sites. be 
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Accountants or Cops? 





Six out of 10 Americans (61%) 
expect accountants to keep 
companies honest, up from 35% 
in 2001’s pre-Enron 
environment. 


for periods beginning after June 15, 
2005, clarifies that external parties 
for example, citizens or the judicia- 
ry—can legally enforce such laws in 
order to compel a government to use 
resources only as stipulated in their en- 
abling legislation. 

GASB also issued a technical bul- 
letin, Recognition of Pension and Other 
Postemployment Benefit [OPEB] Expen- 
ditures/Expense and Liabilities by Cost- 
Sharing Employer (www.gasb.org/news/ 
nr123004B.html), that clarifies the ap- 
plication of requirements regarding ac- 
counting for employers’ contractually 
required contributions to cost-sharing 
pension and OPEB plans issued in 
Statement no. 27, Accounting for Pen- 
sions by State and Local Governmental 
Employers, and Statement no. 45, Ac- 
counting and Financial Reporting by Em- 
ployers for Postemployment Benefits Other 
Than Pensions, respectively. The bul- 
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letin addresses questions raised and en- 
courages cost-sharing employers to 
apply those statements’ recognition re- 
quirements. Both publications can 
be ordered from the GASB order de- 
partment at 800-748-0659 or online 
at http://store.yahoo.com/gasbpubs/ 
publications.html. 


@ The Federal Accounting Standards 
Advisory Board (FASAB) issued two 
statements of federal financial account- 
ing standards (SFFAS) (www.fasab.gov/ 
standards.html). SFFAS 27, Identifying 
and Reporting Earmarked Funds, clarifies 
the term trust fund, which, in the fed- 
eral budget, pertains to nonfiduciary 
assets—mostly government-owned as- 
sets intended to fully or partially fi- 
nance specific federal programs. The 
guidance in SFFAS 27 is effective for 
periods beginning after September 30, 
2005. SFFAS 28, Deferral of the Effective 
Date of Reclassification of the Statement of 
Social Insurance, defers for one year the 
effective dates of SFFAS 25, Reclassifi- 
cation of Stewardship Responsibilities and 
Eliminating the Current Services Assess- 
ment, and SFFAS 26, Presentation of Sig- 
nificant Assumptions for the Statement of 
Social Insurance: Amending SFFAS 25. 


INTERNATIONAL 


@ The International Accounting Stan- 
dards Board (IASB) amended two in- 
ternational accounting standards (IASs) ~ 
(www.iasb.org/news). One amend- 
ment, to IAS 19, Employee Benefits, 
allows entities to fully recognize actu- 
arial gains and losses (that is, unex- 
pected changes in a benefit plan’s 
value) in the period in which they oc- 
cur, outside profit or loss, in a state- 
ment of changes in equity titled 
“statement of recognized income and 
expense.” Previously, the standard had 
required that actuarial gains and losses 
be recognized in profit or loss either in 
the period in which they occurred or 


























spread over employees’ terms of 
service. Under the amendment 
entities that currently spread the 
gains and losses are allowed, but 
are not required, to change their 
approach. 

Other amendments, to IAS 39, 
Financial Instruments: Recognition 
and Measurement, provide transi- 
tional relief from retrospective ap- 
plication of “day 1” gain and loss 
recognition requirements. These 
changes, which converge with 
U.S. GAAP, permit, but do not 
require, entities to adopt an easi- 
er-to-implement transition ap- 
proach than that in the previous 
version of IAS 39. 


@ The International Auditing 
and Assurance Standards Board 
(I[AASB) of the International Fed- 
eration of Accountants (IFAC) 
issued, proposed or withdrew 
several forms of guidance (www. 
ifac.org). 

International Standard on Au- 
diting (ISA) 700, The Independent 
Auditor’s Report on a Complete Set 
of General Purpose Financial State- 
ments, provides a framework for sepa- 
rating audit reporting requirements 
in connection with ISA audits from 
additional supplementary reporting re- 
sponsibilities that are required in cer- 
tain jurisdictions. 

Two complementary exposure 
drafts, ISA 320 (revised), Materiality in 
the Identification and Evaluation of Mis- 
statements, and ISA 540 (revised), 
Auditing Accounting Estimates and Re- 
lated Disclosures (Other than Those In- 
volving Fair Value Measurement and 
Disclosures), are intended to help audi- 
tors assess whether management may 
be applying aggressive earnings-man- 
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The Profession Loses a Trailblazer 
ee 
Barbara A. Henderson, CPA—the first woman appointed to the Govern- 
mental Accounting Standards Board (GASB)—died in November at age 67. 
She was a member of GASB from 1991 until her retirement in 1999 and 
also of its predecessor, the National Council on Government Accounting. 


Communication Is Key to Success 


Executives and managers said 
among the most important skills 
for success today was the 


ability to 


swers were permitted. 
Source: Survey of 171 managers from companies with fewer 


than 5,000 to more than 10,000 employees, NFI Research, 
North Hampton, New Hampshire, www.nfiresearch.com, 2004. 





agement techniques to their estimating 
procedures. Comments are due by 
April 30, 2005. 

Effective December 31, 2004, the 
[AASB withdrew four international 
auditing practice statements that were 
rendered obsolete by new standards 
and technology: IAPS 1001, IT Envi- 
ronments—Stand-Alone Computers; 
IAPS 1002, IT Environments—On- 
Line Computer Systems; IAPS 1003, 
Environments—Database Systems; 
and IAPS 1009—Computer-Assisted 
Audit Techniques. 

IFAC’s education committee re- 
leased International Education Paper 














NEWS DIGEST 


3, Assessment Methods, to help na- 
tional accountancy organizations 
ensure candidates’ competency 
before certifying them, and its In- 
ternational Public Sector Ac- 
counting Standards Board issued 
International Public Sector Ac- 
counting Standard 21, Impairment 
of Non-Cash Generating Assets, 
which prescribes the basis entities 
should use to determine whether 
an impairment-related loss should 


be recognized. 


PRACTICE MANAGEMENT 


@ According to the 2004 Nation- 
al Management of an Accounting 
Practice (MAP) survey—conduct- 
ed by Practice Management for 
CPA Success (PCPS): the AICPA 
Alliance for CPA Firms and the 
Texas Society of CPAs—local and 
regional firms across the nation 
reported revenue growth, salary 
increases and expansion of core 
services in 2004 and are optimistic 
about their business prospects for 
2005. Revenue grew at least 10% 
for nearly one-third of the more 
than 2,000 firms responding, and 14% 
said it had increased by more than 
20%. As in the 2003 survey, firms’ 
leading income sources were tax ser- 
vices (48.5%), compilations (12.5%) 
and write-ups and data processing 
(12%). Richard J. Caturano, PCPS 
Executive Committee chair, said, 
“This year’s survey results confirm 
what we’ve heard anecdotally—that 
local and regional CPA firms are 
thriving in the current business envi- 
ronment.” The survey also found 
some practitioners hadn’t adequately 
planned for the sale or transfer of their 
practices upon their retirement. (A re- 
cent JofA article offered advice on how 
to approach this challenge: See “Suc- 
cession-Planning Dos and Don'ts,” 
JofA, Feb.05, page 47; www.aicpa.org/ 
pubs /jofa/feb2005/dennis.htm). 

The survey results are available 
for a fee (no charge to PCPS mem- 
bers) at www.peps.org/member/national 
_results_nm41112.html, where informa- 
tion on PCPS membership can be 
obtained. 





2) 
S 
a 
a 
<= 
o 
oO 
> 
wy 
4 
= 
wy 
x 
ee 
a 
< 
=: 
o 





March 2005 


JOURNAL of ACCOUNTANCY 





BAS 








What CFOs Want 


Verbal communication skills 


_ Problem-solving abilities 


When asked what impresses them most in 
executive-level job candidates, CFOs said 
































































RETIREMENT PLANS 


@ The IRS and the Treasury Depart- 
ment issued final regulations contain- 
ing nondiscrimination and other 
requirements for cash or deferred 
arrangements under section 401 (k) 
and for matching and employee con- 
tributions under section 401(m) of the 
Internal Revenue Code (www.treas. 
gov/press/releases/reports/401k12280 
4td9169.pdf). These regulations update 
and simplify many of the current rules 
for 401(k) plans and strengthen the 
nondiscrimination rules that ensure 
benefits for rank-and-file employ- 
ees. They require employers to spread 
contributions over a large group of 
such employees before boosting high- 
paid employees’ ability to defer in- 
come under the plan. Although the 
regulations will be fully effective for 
plan years beginning on or after Janu- 
ary 1, 2006, employers may imple- 
ment them for plan years ending after 
December 28, 2004. 


@ The Small Business Administration 
(SBA) issued two rules to help com- 
panies in the information technology 
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(IT) and testing laboratory industries 
qualify for contracting opportunities 
and federal assistance (www.sba.gov/ 
news/04-03.pdf). The SBA expects 
the changes, which affect limitations 
on revenue and number of employees, 
to benefit more than 1,700 small IT 
businesses and 120 testing laboratories 
that previously were ineligible for 
SBA help. 


@ Larry E. Rittenberg, CPA, was 
named chair of the Committee of 
Sponsoring Organizations (COSO) of 
the Treadway Commission. Ritten- 


Top 10 Reasons to Beenie: a CPA 


berg, who replaced John H. Flaherty, 
CPA, had previously served as presi- 
dent, as well as vice-president of re- 
search, of the Internal Auditors 
Association Research Foundation. 


@ To help CPAs market their prac- 
tices, the AICPA released a new 
brochure, Tax Savings Tips for 2004, 
with a corresponding speech and 
PowerPoint presentation. To access 
them online at www.aicpa.org/cpa 
marketing, log in as user cpamarketing 
with password toolkit1! 


@ The Institute and the Virginia So- 
ciety of CPAs released a four-color 
2005 Financial Fitness Calendar, de- 
signed for clients and other members 
of the public as part of the profession’s 
national effort to improve Americans’ 
ability to understand and manage 
their finances. The Virginia society is 
accepting orders at www.financial 
fitness.org. 


@ As was first mentioned in the Janu- 
ary News Digest, CPAs employed in 
public accounting, private industry or 
government are encouraged to partici- 
pate in a brief online survey (http:// 
facultyfp.salisbury.edu/kjsmith3) gather- 
ing information to improve the quality 
of life for members of the profession. 
To log on, enter username kjsurvey3 
and password stress54. 

Information on the survey is avail- 
able from Kenneth J. Smith (410- 
548-5563; kjsmith@salisbury.edu), a 
professor in the department of ac- 
counting and legal studies of Salisbury 
University in Maryland. ni 


The Journal of Accountancy will celebrate its 100th birthday i in Ooniie 4 
2005, and the staff is planning a special issue to commemorate this — 


seluieureaniaat The issue will include a humorous list, ‘ 


“Top. 10 Reasons to — 


Become a CPA”—a fond look at some of the more lighthearted motiva- 
tions for joining the accounting profession. We’d like to invite you to join . 


in the celebration by submitting your own witty observations on why it’s - 
great to be a CPA. Winners get a specially bound copy of the centennial _ 
issue and bragging rights. Please send your submissions no later than April 
15 via e-mail to joaed@aicpa.org or regular mail to Journal of Accountancy, 
Attn: Top 10 List, Harborside Financial Center, 201 Plaza Three, fees 
City, NJ 07311-3881. 
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WE'RE GUESSING 
YOU'RE IN 
DENIAL ABOUT 
SARBANES-OXLEY, 
TOO, 





Don’t put it off. 


Focus Control Assurance Software® Focus is designed specifically to address Sarbanes-Oxley 
Sections 404 and 302 compliance requirements. It’s Web-based for easy management. It 
documents all your risks and controls, identifies gaps, tracks action plans and provides for 
management certification. It even provides industry -specific process, risk and control templates 
to get you up and going fast. Focus has everything you need in one easy package. 


Don’t get fried by Sarbanes-Oxley, call 320.286.5870. Email sales@paisleyconsulting.com. 
Visit www.paisleyconsulting.com. 


Business accountability solutions. 


PAISLEY CONSULTING 
§ 


comfortable 


There’s a fine line between what you know 





confident 


and what you feel. 





lf your clients have taken the same approach to trusts and financial 
plans for years, are they really confident about its effectiveness? They 
can be, with McDonald Financial Group. Our truly integrated financial 
plan can make the difference between what works and what works 
harder. Because reaching your clients’ goals becomes the central 
focus, we develop a unique and broader perspective that allows us 
to pull everything together. Banking, investments, and trust, all in 

a single plan. True integration, from someone whose years of 
experience can complement your own. One day everyone may 


offer it, but you'll find it with us, today. 





Achieve anything? 


Call 1-800-539-4164 or visit Key.com/MFG to learn more. 


McDonald 


Financial Group 


McDonald Financial Group is a program offering securities from McDonald 
Investments Inc., Member NASD/NYSE/SIPC, banking and trust services from 
KeyBank National Association, Member FDIC, insurance from KeyCorp Insurance 
Agency USA inc. (KeyCorp Insurance Agency Inc., in CA, MA and NY) and other 
affiliated agencies, and other services from KeyCorp banking and non-banking 
subsidiaries. 


Investments and insurance products made available through McDonald Investments 
Inc. are: 


NOT FDIC INSURED ° NOT BANK GUARANTEED ¢ MAY LOSE VALUE ¢ NOT A DEPOSIT 
NOT INSURED BY ANY FEDERAL OR STATE GOVERNMENT AGENCY 


©2004 KeyCorp 
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AICPA 


Best Sellers 


What CPAs 
are Buying Now 


The Auditor’s Guide to 
Understanding PCAOB 

Auditing Standard No. 2 

No. 006620 

$65.00 member/$81.25 nonmember 


Professional Ethics: The AICPA’s 
Comprehensive Course 

No. 732305 

Recommended CPE credit 

(based on a 100-min hour):8 

Level: Basic 

Format: Text 

$99.00 member/$123.75 nonmember 


Accounting Trends & Techniques, 
2004 

No. 009896 

$119.00 member/$148.75 nonmember 


Measuring Damages Involving 
Individuals — A CPA’s Litigation 
Service Guide with Case Studies 
No.056506 

$85.00 member/$106.25 nonmember 


Internal Control: 

Design and Documentation 
No.731850 

Recommended CPE credit 

(based on a 100-min hour): 8 

Level: Basic 

Format: Text 

$119.00 member/$148.75 nonmember 


COSO Enterprise Risk Management 
— Integrated Framework 


No. 990015 
$50.00 member/$75.00 nonmember 


Order online at 
www.cpa2biz.com 
Or toll-free (888) 777-7077 





Get online updates every day at Www.cpa2biz.com 


New Resources 


CPE Self-Study... 

Construction Contractors Strategic Briefing 

A panel of leading experts explores industry and economic developments, 
revenue recognition issues, and changes impacting construction contractors. 
This new CPE self-study CD ROM course is based on a recent AICPA webcast. 


No. 780034hs. Recommended CPE credit (based on a 100-min hour): 2. 


QAS credit: 4. Level: Intermediate. Prerequisite: None. Format: CD-ROM. 
$69.00 member/$69.00 nonmember. 


Publications... 

PCAOB Standards and Related Rules 

Compiled in a single source are the PCAOB’s Professional Standards and Staff 
Guidance. This new publication includes standards on auditing, attest, quality 
control, ethics, and independence. This amended and integrated set of PCOAB 
professional standards is a handy ready-reference on evolving auditing 
standards. 


No. 057195, 2005 paperback. $84.00 member/$105.00 nonmember 


For more information or to purchase, visit www.cpa2biz.com/store 
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Upcoming AICPA Conferences 


The 2005 AICPA Spring Summer Conference Planner is available — 
please visit www.cpa2biz.com/conferences to plan out your CPE! 





AICPA Conference on Tax Strategies for the High Income Individual 
5/2/2005 — 5/3/2005 ¢ Las Vegas, NV 


AICPA National Conference on Employee Benefit Plans 
5/16/2005 — 5/18/2005 ¢ Las Vegas, NV 


AICPA Practitioners Symposium 
6/6/2005 — 6/8/2005 Orlando, FL 


For more information, or to take advantage of early bird discounts, 
visit www.cpa2biz.com/conferences 


Upcoming AICPA Webcasts 


Stay plugged in to what’s happening and earn CPE credit right from your 
desktop. Hear the latest topics from the profession’s leading experts. 


SEC Quarterly Update Series 2005 — ist Quarter 
3/16/05 © 1-3 p.m. ET « Recommended CPE: 2 credits 





Forensic Litigation & Business Valuation Series 2005 
4/27/05 ¢ 1-3 p.m. ET « Recommended CPE: 2 credits 


For more information on webcasts, visit www.cpa2biz.com/webcasts 


SPECIAL ADVERTISING SECTION from WWW.CPA2BIZ.COM 


Al C PA Get online updates every day at WWW. cpa2biz.com 


AICPA 


ELITEVALUES PARTNER 


The AICPA Elite Values Program 
enables you to get great savings 
every day on the things you buy 
every day. That’s why it’s one of 
the most invaluable benefits of 
your AICPA membership. Start 
taking advantage of these great 
offers today. 


Log on to: 
www.cpa2biz.com/affinity 


Online Products 


AICPA RESOURCE: 
A & A Literature 


Get access lca -RESOU RCE 


anytime, ACCOUNTING & AUDITING LITERATURE 
anywhere — to the AICPA’s and 
FASB’s latest accounting and 

auditing guidance. 
www.cpa2biz.com/AlCPAresource 


AICPA Practice Pro 


An online CPE 
subscription program 
designed for 
accountants in 
public practice. 


AICPA Financial Pro 


An online CPE 
subscription program 
designed for 
accountants in business 


and industry. 
Free Newsletters 


Register at www.cpa2biz.com 
to start receiving our weekly 
CPA Insider e-newsletter 





New In THE STORE 


AICPA Offers Single Source 
for All PCAOB Standards 


“PCAOB Standards and Related Rules” is launched to provide a clear, 
concise source of standards applicable to the audits of public companies. 


from the AICPA 


A: deadlines loom for compliance with the Sarbanes-Oxley Act and the 
auditing and reporting requirements of the Public Company Accounting 
Oversight Board, auditors and financial managers are cramming on the details of 
the rules and regs, and putting in extra work to get the job done right. 


With that in mind, the AICPA has compiled, in one publication, a handy, complete 
source for PCAOB standards on auditing, attest, quality control, ethics, and 
independence. “PCAOB Standards and Related Rules” was created to be your 
easy-to-use handbook containing the professional standards of the PCAOB and 
staff guidance. 


In developing this new publication, the AICPA has taken the standards originally 
adopted by the PCAOB and integrated those standards with PCAOB’s newly 
issued standards through December 1, 2004. As such, you can now read the 
professional literature with the PCAOB’s amendments already incorporated into 
it! “Having one publication filled with the most current standards is critical in a 
firm’s pursuit of quality on their public company audits,” said Arleen Thomas, 
AICPA Vice President, Professional Standards and Services, “especially with the 
increased scrutiny of such audits.” This one-of-a-kind guide not only gives you 
the updated standards, it also gives you relevant and useful PCAOB staff 
guidance. 


In this edition, you'll also find: 


e Updated PCAOB professional standards including integration of PCAOB’s 
auditing standards 1, 2, and 3 


e Original PCAOB releases containing the rules for adopting the interim 
standards and original auditing standards 


e Narrative and reference table explaining the applicability of and differences 
between the PCAOB auditing standards and GAAS 


e PCAOB staff Q&A guidance 


¢ Also included, all conforming amendments relating to PCAOB Auditing Standard 
No. 2 — An Audit of Internal Control Over Financial Reporting Performed in 
Conjunction with An Audit of Financial Statements 


Ordering Information 

No. 057195(STND), Standing Order Option, PCAOB Standards and Related Rules, 
Member Price: $75.60 

( Choose the Standing Order Option and receive a 10% discount on your current purchase. 
Future new editions will be automatically shipped to you and invoiced at a 10% discount.) 
No. 057195, 2005 Paperback, PCAOB Standards and Related Rules, 

Member Price: $84.00 
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NO MATTER WHERE YOUR TAX RESEARCH NEEDS TAKE YOU, 
CCH HAS IT ALL IN ONE PLACE. 


From actual places like Dorking, England, to Slapout, Alabama. Cities, states, parishes, or countries. When you need tax 
research information that’s comprehensive and accurate, CCH Tax and Accounting puts it all at your fingertips. 


Our tax research products cover the gamut of corporate accounting and audit needs, including corporate income and passthrough 
entity taxes, international tax, and sales and use tax. And you can access it all online in one place via CCH’s award-winning 
Tax Research Network™ Our Smart Charts feature even lets you create multi-jurisdictional, customizable charts that you can 
easily export to Microsoft® Word or Excel. It's amazing how much more productive you can be when you don’t have to go out of 


your way. 


For more information or to view a demo of our products, visit Tax.CCHGroup.com/research or call 1-800-621-6429. 


CCH Tax and Accounting 
A WoltersKluwer Company 











MONTHLY CHECKLIST SERIES 








_] Decide why you’re writing your plan. Is your fo- 
cus raising money, launching a new venture or 
finding strategic partners? Begin by preparing a 
short paragraph, much like a mission statement, 
outlining why you’re writing a business plan. Refer 
to it frequently to keep motivated and focused on 
the message you wish to convey. 
L] Do your homework. Before starting your re- 
search, take a look at all aspects of your business 
plan to see the big picture. Read a few books on 
business plans. Look at Web resources, such as the 
Small Business Administration (SBA) business- 
planning outline. Get a feel for what a business 
plan is, what it isn’t and what those who read it 
will expect. 

Then prepare an outline of the major sections 
and subsections you think should be included. 
_] Compile your information. Dig through every 
box, file cabinet and computer document you 
have—articles, financial statements and press releas- 
es. Don’t rate the quality of the information at this 
stage—just gather it. 
| Start typing. Write down all your ideas, notes 
and questions for each section of your outline. Ap- 
proach it like a brainstorming session, jotting down 
ideas that demand further consideration or input 
from others. Then arrange the sections in the most 
logical order. 
_] Write a rough draft. Turn your outline into 





Source: Adapted from “Ten Painless Steps to Start and Finish Your Business Plan,” www.bizplanit.com, 2003. 
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Write the Right Business Plan 


CPA entrepreneurs and business owners need 
professional business plans to get organized, 

apply for bank loans or bring in new partners. 
If you’re at a loss on how to begin, get over the 
hurdle by following these 10 steps. 







complete sentences and paragraphs. Then print out 
a copy and read it through a few times, revising as 
you go. You're halfway there. 

L] Do more research. Build your case with data that 
supports your assertions. Talk to anyone who 
might help you collect information, such as a local 
SBA representative, and look for resources on the 
AICPA Web site (www.aicpa.org) or that of your 
state society. Track down annual reports, and re- 
quest product and service information from your 
business competitors. 

L] Think about the numbers. Begin developing pro 
forma financial statements: This allows you to 
match and support the text of your business plan 
with numbers. 

LI] Write a final draft. Bankers and investors will 
assume you'll protect their money with the same 
level of care and attention you put into your busi- 
ness plan. Check, double-check and triple-check 
your draft, crunching and re-crunching your num- 
bers to make sure they are accurate and proofing 
the grammar and spelling. 

L] Get feedback. Ask a few people you trust to read 
your plan and offer suggestions. Take detailed notes 
on their comments. 

| Polish your plan to perfection. Create a cover 
page, table of contents and nondisclosure form and 
a one-page executive summary that encapsulates 


the highlights. 









Here’s why thousands of CPA firms use AICPA Business Solutions. 


BUSINESS SOLUTIONS 
CONFERENCES 

CPE SELF-STUDY 

ONLINE LITERATURE & CPE 
PUBLICATIONS 

WEBCASTS 


You have good relationships with your clients — but now you can enhance them. 


Developed and managed by CPA2Biz, AICPA Business Solutions is an expanding suite of 

business services designed to serve the needs of public practitioners at small- and mid-sized 
firms. With benefits for both you and your clients, our programs bring large-firm resources 
to all firms, providing you more access, more control and more ways to boost productivity. 


Valued partners: Paychex® and Chase® 


The Paychex Partner Program and the Chase CPA Advantage Program, both 
cornerstone offerings from AICPA Business Solutions, already deliver value to more than 
12,000 CPA firms nationwide. And now they’re available to you and your clients. 


AICPA Business Solutions strengthen your client relationships and enhance your 
position as a trusted advisor. That’s the power of empowerment. 


Learn more. Visit www.cpa2biz.com/BusinessSolutions. 


The CPA’s business partner 





SARBANES-OXLEY SITES 


Articles on the Act 
www.fmsinc.org/cms/?pid=3253 
CPAs and compliance officers can enter 
this site through the back door to find 
ten pages of links to SOX news articles, 
including “Sarbanes-Oxley: A Sense of 
Siege” and “FEI CEO’s 2005 Top 10 
Financial Reporting Issues.” Users also 
can click on Web Resources for a list of 
links to e-stops for accounting, auditing 
and compliance, regulatory agencies 
and state boards of accountancy. 


Compliance Site Revisited 
www.sox-online.com/ 
sarbanes_oxley_articles_small.html 
This smart stop, first mentioned here in 
September 2004, has added links to 
new content on how Sarbanes-Oxley 
affects small and private companies. 
Visitors can read articles such as “SEC 
Chair Takes Aim at Sarbanes-Oxley 
Toll on Small Companies,” and 
“Sarbanes-Oxley: Insurmountable 
Hurdle for Small Business?” or look up 
archived news articles back to 2002. 
The site still provides related cartoons 
and satirical humor. 


SMALL BUSINESS SITES 


Tax Tips From Uncle Sam 
www.irs.gov/businesses/small 
CPAs will want to check out this one- 
stop resource to help their small busi- 
ness and self-employed clients obtain 
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SMART STOPS ON THE WEB 


employer ID numbers, pay employ- 
ment taxes or start, operate or close a 
business. The IRS Small Business 
Workshop section offers video streams 
on the basics of tax obligations, an in- 
troduction to federal taxes, an online 
small-business tax calendar and links to 
employment tax forms and publica- 
tions, frequently asked questions and 
educational materials. 


Food for Thought 

www. businessownersideacafe.com 
‘“A fun approach to serious business” 
is the tag line here, with lively graphics 
and laid-back narrative that punch up 
its material. The Small Biz Tax Center 


helps clarify IRS tax and recordkeeping _ 


requirements and gives tips for start-up 
business owners. The CyberSchmooz 
“lobby” opens onto message forums on 
e-commerce, marketing and working 
at home. The Your Biz section includes 
a “fridge” full of business forms, e-mail 
protocols, marketing tips and even 

yoga instructions. 


Small Company, Big Resources 
www.allbusiness.com 


From forms for consulting and confi- 
dentiality agreements to advice on sales 
and marketing or using the Internet, 
this Web stop offers guidance to CPAs 
who advise start-ups and small business- 


es. The Business Plans section has arti- 


cles such as “Common Business Plan 
Mistakes for Startup Companies,” while 
the Small Business Advice section pro- 
vides tax basics. Users also can tap into 
an FAQ section or a business glossary or 
sign up for a free e-newsletter. 


A Dear Abby for Small Business 
www.score.org 

Since first listed here in June 2003, this 
site has added resources to its Business 
Toolbox section including a gallery of 
downloadable templates for bank loan 
applications, business plans and sales 
forecasts, as well as expanded links to 
such small business topics as finance, 
franchising and international trade. The 
Learning Center has a list of tips for 
business planning, marketing, public 
relations and office management. 
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GENERAL INTEREST SITES 


Articles From Experts 
www.sjaccounting.com 
The California accounting firm Stone— 


field Josephson Inc. offers case studies 


under titles such as “Acquisition 
Threatened by SEC Regulation” and 
“Technology Firm Starved for Fund- 
ing.” The News section includes “Can 
Your Auditor Still Be a Business Advi- 
sor in a SOX Environment?” and “How 
to Create an Advisory Board for Your — 
Business,” or take a seaton the Back = 
Porch to read international travel tips in ~ 
“Executive Protection: Play It Safe.” 


Ideas That Inspire 
www.betterlifemedia.com 

Take a break here to find articles of gen- 
eral interest on health, life, money, work 
and relationships—from “Successful 
Selling” to “Land the Corner Office.” 
The home page offers a goal-setter quiz, 
a daily tip and free e-newsletter. A paid 
membership of $20 a month gets mem- 
bers DVD/CDs of prominent speakers, 
such as Stephen Covey, discounts on site 
offerings and free shipping on purchases 
of $10 or more. rte . 


On the Road Again 
www.travelocitybusiness.com 
CPAs wishing to start a corporate travel - 
program for their firms should browse _ 
this e-stop. Those who pay a one-time 
registration fee of $149 receive advice _ 
and spending reports on their firm’s travel 
and corporate discounts on airline tickets, 
hotels, car rentals, cruises and vacations. 


Ease on Down the Road 
www.corporatetravelsafety.com 
California Detective Kevin Coffey 
offers business travelers guidance on 
travel safety and crime avoidance. The 
airline safety section has information on 
how to prevent theft at airport-screen- 
ing stations, lost or stolen airline tickets, 
airport codes, plane seating configura- 
tions and travel industry contact num- 
bers. Other sections teach travelers how 
to avoid carjacking, stay safe in hotels, 
and guard their cash, credit card num- 
bers and laptops. 





BNA ane Assets” 


Tracking your tixed assets 1s easy when someone can show you the Way. 

BNA Fixed Assets takes you where no other company can by turning your data into information you can 
use. So you can see what lies ahead, make better business decisions, and reach higher financial ground. 
Let us be your guide. BNA Software. You're in good company. 


Try BNA Fixed Assets FREE! 

Call 1.800.424.2938 and select option 3 

or visit www.bnasoftware.com/FAguide | a e 
and use Priority Code: BAND553QA BNASoftwar es 
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How the AICPA 


Helps Members 


Serve Small Business 


BY sJeAcMLE SG 


MET Zc 


n 2003 small companies made up 99.7% of the 23.7 million businesses in 
the United States, according to the federal government, and research 


shows CPAs are among the top professionals to whom small businesses turn 
for professional and personal financial advice. AICPA members long have 


maintained important relationships with small business 
owners, counseling them on how to cope with changing 
standards and providing services tailored to their individual 
situations. The Institute makes an ongoing effort to under- 
stand and meet the needs of members and their clients in 
this market segment. In this article, I’ll discuss some of the 
benefits AICPA initiatives offer members working in this 
area—from advocacy on critical issues to useful new prod- 
ucts and services. 


MONITORING STANDARD SETTING 
It’s difficult for small-business clients to understand and imple- 
ment the seemingly endless stream of new and complicated 
accounting standards. Although guidance typically is written 
with large public companies in mind, both public and private 
small businesses often must adhere to standards when lenders 
or business partners require GAAP-com- 
pliant financial statements. Standards can 
be extremely costly and time-consuming 
for smaller organizations to implement, 
and the associated requirements and dis- 
closures may not offer them tangible ben- 
efits. CPAs help their clients sort through 
these standards and requirements, and the 
AICPA supports them not only by moni- 
toring guidance as it is developed but also 
by ensuring standard setters consider the 
local and regional firm perspective in 
critical discussions on areas such as dif- 
ferential standards and independence. 
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To examine the challenges standards pose to small business- 
es and devise possible solutions, the Institute formed the Pri- 
vate Company Financial Reporting Task Force (www.aicpa. 
org/members/div/acctstd/pvtco_fincl_reprt/index.htm), which 
conducts objective research on topics such as whether the 
general purpose GAAP financial statements of private, for- 
profit organizations meet the needs of all constituents who 
use them. A related question is whether it’s cost-effective for 
private companies to meet all the requirements for GAAP fi- 
nancial statements. To better understand these issues, the task 
force conducted a survey of various participants in the finan- 
cial reporting process—CPA firms, small companies them- 
selves and users such as bankers. Analysis of the results of that 
research will help the task force plan its future activities. 

While the task force is looking at the big picture, the In- 
stitute initiates practical solutions to specific challenges. In 
one example, PCPS: the AICPA Alliance 
for CPA Firms, working with the 
AICPA Professional Ethics Division, 
helped develop practical guidance for 
firms in a list of frequently asked ques- 
tions (FAQs) on Interpretation 101-3, 
“Performance of Nonattest Services,’ of 
the AICPA Code of Professional Con- 
duct (www.aicpa.org/members/div/ethics/ 
intr_101-3.htm). In view of certain inde- 
pendence-related aspects of this interpre- 
tation, the Institute feared practitioners 
might feel obligated to implement the 
standard in a way that would unnecessar- 


0% to 80% of ne 
rthe past decade. — 


inistration. 
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AICPA programs and products help practitioners offer high-quality 
services to their small business clients, says James C. Metzler, AICPA 
vice-president for small firm interests. 


ily restrict their activities as trusted advisers to their small business 
clients. Moreover, without clearer guidance clients might feel 
compelled to establish relationships with several CPA firms—a 
costly, gratuitous strategy. The Institute’s FAQs clarify the stan- 
dard’s meaning in the areas of greatest concern to small firms. 

Both the PCPS Executive Committee and the PCPS Technical 
Issues Committee (TIC), collaborating with the AICPA profes- 
sional standards team, regularly review and comment on guidance 
that affects small firms and their clients. In fact, Financial Account- 
ing Standards Board (FASB) chair Robert Herz said in congres- 
sional testimony that the board relies on TIC to keep it informed 
about how proposed standards will affect small businesses. 

In one recent instance, TIC was instrumental in influencing 
FASB’s decision to defer a planned exposure draft (ED) related 
to the ongoing convergence of its standards with those of the 
International Accounting Standards Board (IASB) that would 
have imposed hardship on small businesses without providing a 
commensurate benefit. The ED required classification of debt as 
current if violations of debt covenants had not been waived be- 
fore the balance sheet date. TIC members surveyed bankers 
who serve small business clients to find out whether they be- 
lieved such a revision would truly add value to financial state- 
ments. The survey, in which many expressed a preference for, 
or satisfaction with, current GAAP, was a key factor in FASB’s 
decision to defer the ED. 

With the best interests of small businesses in mind, TIC also 
successfully advocated, during the exposure draft stage, for mod- 
ifications to pronouncements such as FASB Statement no. 150, 
Accounting for Certain Financial Instruments with Characteristics of 
Both Liabilities and Equity; FASB Interpretation no. 45, Guaran- 





What Do Small Businesses Want? 


mall business clients, in particular, can benefit from 

a CPA’s services, which range from advice on set- 

ting up and maintaining accounting systems to 
adding value to audits. 

The basics. “With a small business, teaching basic ac- 
counting helps both the client and the CPA firm in the 
long run,” says Martha Feldman, CEO of Drug & De- 
vice Development in Redmond, Washington. CPAs 
need to advise small companies on how to set up and 
maintain files, how long to retain documents, how to 
separate personal and business expenses, how to catego- 
rize capital vs. expensed equipment, which business 
meals and entertainment are deductible and when to use 
employees vs. contractors. Helping a small company an- 
swer these questions enables the owner to plan, make 
better management decisions and run the business more 
efficiently, she adds, and makes it easier for the CPA to 
get appropriate records for tax purposes and keep track 
of inventory and employee information. 

Feldman, whose company consults mainly with start- 
ups seeking Food and Drug Administration approval for 
their products, has relied on her CPA, Bea L. Nahon, 
for advice since starting her business 20 years ago. Feld- 
man has turned to Nahon for counsel on setting up a C 
corporation, keeping expense records, addressing state 
wage and compliance issues and, when necessary, pro- 
viding insights on downsizing. “I’m very interested in 


getting the best use of my money,” she says, citing issues 


such as buying vs. leasing, cash management, expense 
reduction and benefits. “Cash flow is a major concern 
for all small companies.” 

Value added to audits. “When a CPA firm submits a 
management letter in an audit, it should include practi- 
cal, concrete solutions to financial concerns and poten- 
tial breakdowns in internal controls,” says Scott Terhaar, 
CFO of Perry’s Ice Cream in Akron, New York, a fami- 
ly-owned regional ice cream manufacturer and distribu- 
tor with $70 million in sales. “The letter should not 
simply restate issues noted by client management.” 

Terhaar suggests practitioners use inquiry and analytical 
procedures to explore important issues and to demon- 
strate a clear understanding of the client’s business. “Be- 
cause CPA firms work with so many different companies, 
they can offer ideas based on developments they’ve seen at 
other businesses,” he notes. “It’s an opportunity for them 
to show their grasp of critical factors affecting the business 
and to make forward-looking recommendations.” 

The audit process requires a great deal of time and ef- 
fort, he says, “and I like being able to say I’ve gotten 
something out of the process besides the audited finan- 
cial statements. CPAs should be performing enough 
procedures to put together a management letter that re- 
ally adds value.” 
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tor’s Accounting and Disclosure Requirements for Guarantees, In- 
cluding Indirect Guarantees of Indebtedness of Others—an Inter- 
pretation of FASB Statements No. 5, 57, and 107 and Rescission 
of FASB Interpretation No. 34; FASB Interpretation no. 46, 
Consolidation of Variable Interest Entities—an Interpretation of 
ARB No. 51; and Proposed Revisions to the AICPA Standards 
for Performing and Reporting on Peer Reviews. 

In many other cases TIC has identified areas in which stan- 
dard setters ought to provide additional examples or imple- 
mentation guidance specifically written for small companies. 


AUDITING LITERATURE FOR NONISSUERS 
Because the Institute understands the economic challenges 
facing small businesses and the firms serving them, it has 
made available—free of charge at www.aicpa.org/members/ 
div/auditstd/auth_lit_for_nonissuers.htm—AICPA authorita- 
tive literature and interpretations related to the audit reports 
of nonissuers. This guidance applies to companies that 
don’t issue financial statements subject to PCAOB standards 
and includes 

m@ Statements on auditing standards. 

m Statements on standards for attestation engagements. 


RESPONDING TO SARBANES-OXLEY 

The Sarbanes-Oxley Act has affected small businesses and 
the CPAs serving them. In one effort to support them, the 
AICPA formed a special committee on state regulation to 
focus on problems that occur when federal legislation and 
regulation cascade to the state level (www.aicpa.org/state 
legis/index.asp). For example, certain states may pass legisla- 
tion—closely modeled on federal laws—that makes sense 
for large, public companies but has few benefits for smaller 
businesses and burdens them with unnecessary costs. The 
committee monitors such developments and advises states 
on the possible consequences of their actions. 


THE GOAL: HIGH-QUALITY SERVICES 

The AICPA takes a multifaceted approach to addressing the 
issues facing small business clients. Its committees monitor 
developing issues and confer with standard setters to ensure 
new guidance acknowledges and reflects small companies’ 
actual business needs. While members regularly benefit 
from the Institute’s activities in the regulatory arena, I en- 
courage them also to actively use the programs and prod- 
ucts the AICPA staff creates to help practitioners offer the 






j 


m Statements on quality control standards. 


CPE 





m AICPA’s Guide to Reporting and 
Disclosure Problems for Small Businesses 
(# 7343333JA). 

@ Analytical Procedures for Small 
Business Engagements (# 730509JA). 

m Small Business Audits: Balancing Risk, 
Effectiveness and Efficiency in Today’s 
World (# 732430JA). 

mw AICPA’s Guide to Financing the 
Growing Small Business: Sources, Strate- 
gies and Disclosures (# 730482JA). 

@ Profit-Building Techniques for Small 
Businesses (# 732410JA). 

mg Estate Planning Strategies to Protect 
Small Business Wealth (# 736785JA). 

@ Innovative Tax Planning for Small 
Businesses: Corporations, Partnerships & 
LLCs (# 745517JA). 


Publications 





m The CPA’ Guide to Small Business 
Financing (# 091013JA). 

m The CPA’ Guide to Retirement Plans for 
Small Businesses (# 017237JA). 

@ How to Prevent, Deter and Detect Fraud 
in Your Business (# 018200JA) helps 
clients understand key fraud concerns 
and how CPAs can help address them. 
Firms can download this brochure free at 
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the PCPS Web site (www.peps.org/pdf/ 
fraud_brochure_bw.pdf) or the AICPA 
Antifraud Resource Center (www.aicpa. 
org/antifraud). A print version is available 
(in bulk) at www.cpa2biz.com or by calling 
888-777-7077. (AICPA members 
receive a discount; PCPS members, an 
even lower price.) 

@ Articles in the Journal of Accountancy 
that inform members of practice oppor- 
tunities related to the Sarbanes-Oxley 
Act of 2002 (see “Small Firms: Think 
Big!” JofA, Jun.04, page 22 or wwwaaicpa. 
org/pubs /jofa/jun2004/dennis.htm) and 
the Practicing CPA (www.aicpa.org/pubs/ 
tpcpa/index.htm). 

For more information about any of the 
above products or to order, go to www. 
cpa2biz.com or call the Institute at 888- 
777-7077. 


Audit Committee Effectiveness Center 





The Institute’s comprehensive online 
source of guidance and tools helps mem- 
bers and their clients implement audit 
committee best practices (www.aicpa.org/ 
audcommetr). Among these resources is 
the Audit Committee Matching System 
(ACMS), which, as a public service, pro- 
vides a list of qualified, credentialed can- 
didates to serve on boards of directors 
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highest quality services to their small business clients. 


and their audit committees. Members 


can use the system to add their names to 
the list or promote the system to clients 
seeking qualified board members. (Prac- 
titioners should note that the ACMS 
(www.aicpa.org/info/ committees / index.asp) 
is not just for SEC registrant companies 
but also for other entities and individual 
AICPA members.) The center’s Web 
page also provides various materials 
members can offer clients as practical ad- 
vice on recruitment and other aspects of 
audit committee operations. 


PCPS: the AICPA Alliance 
for CPA Firms 





Go to www.peps.org for information on 
joining PCPS, a membership section of 
6,000 local and regional firms whose in- 
terests the AICPA represents to the pro- 
fession, regulators and standard setters. 
PCPS provides its members with practi- 





cal guidance and quick access to critical 


information on issues affecting their 
quality, professionalism and profitability. 
One example is the TIC Alert (www. 
pcps.crg/member/tic_alerts.html), a publi- 
cation that keeps PCPS members in- 
formed about new or developing 
standards and their potential impact on 
small business clients. 
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Offer payroll services to position your firm as an all-service provider. 


PAYROLL: 
A Tie that Binds 


BY SSARAH EE. PHELAN AND MICHAEL HAYES 





13 very business has to pay its staff and its taxes. Many CPAs are addressing 
| those twin needs by offering to help their small business clients not just 
|| with taxes but also with the many chores that go into payroll processing, from 


after- the-fact tax nubs: to Boos administration. Payroll services is not a 


huge niche—most of the CPAs with whom we spoke for 
this article say it accounts for less than 5% of their total 
billings. But its value is larger than that figure implies. Hav- 
ing it on the menu, they say, positions a firm as an all-ser- 
vice provider and helps cement client relationships. 

Horovitz, Rudoy & Roteman (HR&R), Pittsburgh, has 
provided a complete proprietary in-house payroll service 
(FlexPay) for about 10 years, says Gordon Scherer, CPA 
and managing principal of the six-partner firm. It repre- 
sents about 3.5% of the firm’s income, and the partners 
have earmarked that money for funding the cost of their re- 
tirement (see “A Payroll Services Retirement Fund,” page 
31). Here’s information to help you decide whether payroll 
could be a good business for your firm, whether you're a 
sole practitioner or a managing partner. 





A GOOD WAY TO GROW? 
“Payroll services are about 3% of my practice, but offering 
them is part of being a full-service accounting firm,” says 
Daniel M. Ukestad, CPA, a Carmel, California, sole practi- 
tioner who does after-the-fact payroll for about a dozen 
small business clients. He provides those clients with tax 
and consulting services, not audits (see “Independence and 
Service Issues,” page 32). He also does domestic-staff pay- 
roll for older individuals with household help. 

At Faulk & Winkler LLC of Baton Rouge, Louisiana, 
principal Monica Waller is responsible for client accounting 
services (CAS). “Payroll services is a small part of our busi- 
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“They know the individual who 
answers the phone, and they can 
let us deal with changing tax rates 
and payroll laws.” 







































ness, but it works hand in hand 
with CAS, including general 
ledger, financial statements, ac- 
counts payable and accounts re- 
ceivable, tax and pension work,” 
she says. When tax partner Denise 
Carvalho, CPA, sees a client who 
might benefit from payroll services, 
she brings Waller in to discuss how 
to help. The firm has handled pay- 
roll since 1984 but says improved 
technology has made it easier in 
the past five years. It’s a good fit 
with services such as pension work 
that must be in a prescribed elec- 
tronic format. “It has become a 
real selling point for pension ad- 
ministration clients to transfer their 
payroll to us,” she says. 

Principal Joseph Maloney, 
CPA, of four-partner firm Mal- 
oney, Reed, Scarpitti & Co. of 
Erie, Pennsylvania, says, “Payroll 
has provided about 10% of our 
business for 25 or 30 years.” The 
firm handles the entire process for 
most payroll clients—prepares 
their checks, arranges for the de- 
posits, and makes sure the clients’ 
payroll taxes are paid on a timely basis and their quarterly 
and annual returns are correctly prepared and filed. Using a 
CPA firm offers them confidentiality and personalized ser- 
vice. “Clients like to deal with only one provider,” he says. 


A PAYROLL-PROCESS OVERVIEW 
Clients can benefit from help 
with this highly detailed human 
resources function at many points. 
First employers collect and record 
employee data (Social Security 
number, address and dependents), 
job location, whether salaried or 
nonexempt, and medical and oth- 
er benefits deductions. Then they 
record employees’ hours worked 
by hand, time clock or computer. 
On short-term projects where 
workers belong to different 
unions (a movie set or construc- 
tion site, for instance), those 
records likely will be handwritten. 
A payroll specialist knowledgeable 
about union rules checks the in- 
formation (which a supervisor 
may verify) to summarize the 
wages due. Using tax tables or an 
automated system, he or she cal- 
culates tax deductions and creates 
a payroll register. The paymaster checks wage and tax 
amounts for anything out of line, then prints and distributes 
paychecks, or receipts if direct deposit is used. The data are 
entered in the company’s general ledger, and the employer 
(continued on page 32) 








Principal Monica Waller of Faulk & Winkler (left) 
confers with tax partner Denise Carvalho, CPA. Keep 
clients happy by giving them value and they’ll be less 
likely to shop on price, Waller says. 


@ EVERY BUSINESS HAS TO PAY ITS STAFF and its taxes. 
Many CPAs are addressing those twin needs by offering to 
help their small-business clients, not just with taxes but also 
with the many chores that go into payroll processing, from 
after-the-fact tax filings to benefits administration. 


BS IMPROVED TECHNOLOGY HAS MADE offering payroll services 
easier in the past five years. It’s a good fit with services such 
as pension work that must be in a prescribed electronic format. 


@ A FIRM CAN HANDLE THE ENTIRE PROCESS for most pay- 
roll clients—prepare checks, arrange for the deposits and 
make sure the clients’ payroll taxes are paid on a timely ba- 
sis and their quarterly and annual returns are correctly pre- 
pared and filed. 


@ USING A CPA FIRM OFFERS CLIENTS confidentiality plus. 


the advantage of personalized service. Clients like to deal 


with enly one provider and know the individual who answers. 


the phone. 


@ CPAs NEW TO THE PAYROLL NICHE WILL FIND that there is 


an abundance of software and Web-based providers to 
choose from. Start-up costs for software and training start 
at $1,500 but can go much higher. Firms can control staff 


costs by hiring $15- to $20-per-hour workers to do basic 


data entry. 


ll PAYROLL SERVICES CAN BE AN ADJUNCT to other recurring 
CPA work that can give a firm a high return on investment 
relative to the amount of time they take. 































SARAH E. PHELAN, JD, is a New York-based attorney and writer. Ms. Phelan was formerly a senior manager with Deloitte & 
Touche and a technical manager in personal financial planning at the AICPA. Her e-mail address is sep1127@yahoo.com. 
MICHAEL HAYES is a senior editor on the JofA. Ms. Hayes is an employee of the AICPA and her views, as expressed in this arti- 
cle, do not necessarily reflect the views of the Institute. Official positions are determined through certain specific committee pro- 
cedures, due process and deliberation. 
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orovitz, Rudoy & Roteman (HR&R) of Pitts- 
He= provides clients with complete payroll ser- 
vices through FlexPay, a separate subsidiary it 
founded in 1995. “We got into it at the urging of clients 
who wanted to shift the burden of a complex corporate 
chore to someone they trusted,” says managing partner 
Gordon Scherer, CPA. “Then we began to offer it to 
other clients who were frustrated with expensive and in- 
flexible national payroll companies.” About 130 closely 
held businesses now use the payroll service, which is tai- 
lored to each client’s needs. 
They like its flexibility, and the 
firm says the increased contact 
with clients strengthens the firm. 

Independence. HR&R fol- 
lows AICPA and state society 
guidance with regard to inde- 
pendence and ethics issues and 
does not offer these services to 
entities for which it provides au- 
dit or review services. 

Start-up. Initially, one part- 
ner was the champion; he got 
buy-in from the partner group. 
Now all partners market Flex- 
Pay. “We talk to clients who 
currently use a payroll service to 
find out how satisfied they are 
and what may be missing,” 
Scherer says. “Then we deter- 
mine whether our firm is inter- 
ested in filling the gap. Based 
on our service in other areas, 
many existing clients have an 
interest in our providing payroll 
services as long as we’re com- 
petitive on price.” 

The firm expanded the re- 
sponsibilities of its five-person 
IT staff to include payroll; it had the service running 
smoothly within three months. Start-up costs were about 
$10,000 for hardware and PayChoice software from Pay- 
roll Associates. 

“Firms considering this absolutely need to identify 
and acquire quality software and establish a banking rela- 
tionship for direct deposit,” Scherer says. In general, ex- 
pect to pay $5,000 to $7,000 for software and computer 
equipment; what you pay for additional staff will depend 
on your firm’s available excess capacity. 


Re 
cd 





Gordon Scherer, CPA, Horovitz, Rudoy & Roteman 
managing partner, says HR&R’s payroll profits will 
fund 50% of each partner’s retirement. 


PRACTICE DEVELOPMENT 
CASE STUDY 


A Payroll Services Retirement Fund 


Fees. HR&R charges a base processing fee, a per- 
check charge and other fees for requested services. 
There’s no extra charge for employee changes. Fees vary 
by company size: The per-check charge is about $4.00 
per head for a business with five employees, and about 
$1.35 for one with 50 employees. “All fees are competi- 
tive with major payroll-service providers,” Scherer says. 

Process. Clients submit their payroll information 
(staff hours and any personnel changes) via fax, e-mail 
or telephone each payroll period. HR&R enters the 
data and processes the payroll. It 
sends completed payroll and all 
relevant reports to the client, 
and if the client wishes, direct- 
deposits employees’ wages and 
the employer’s electronic federal 
tax payment system payments. 
The firm prepares all quarterly 
payroll tax returns and annual 
W-2 forms and makes all rele- 
vant transmittals. 

Staying current. To keep up 
with the technology, supervisors 
attend the annual conference 
sponsored by the software ven- 
dor. HR&R stays on top of 
changes in applicable laws 
through the American Payroll 
Association (APA), which pro- 
vides continuous updates. Soft- 
ware vendors and standard 
services the firm uses also pro- 
vide updates on changes. 

Firm benefits. “Payroll ser- 
vices enhance our clients’ confi- 
dence in the firm and provide 
synergies, such as facilitating 
401(k) withholding and trans- 
mission to third-party adminis- 
trators,” Scherer says. “Our clients trust HR&R to 
oversee their finances and payroll.” 

In terms of practice management, Scherer says the 
unique thing about HR&R’s program is that profits are 
used to fund partner retirement. “Our senior partners 
own the payroll-service entity and apply the income it 
earns to their future unfunded retirement obligation,” he 
says. “We anticipate that prior to their date of retirement 
at least 50% of each partner’s obligation will be met by 
this technique.” 
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follows through by making bank de- 
posits for the tax amounts withheld 
and filing periodic reports to the fed- 
eral, state and local governments. 


A LITTLE OR A LOT 


Ukestad’s small business clients pre- 
pare their own paychecks—some by 
hand—and use his services to make 
sure their tax records are correct and 
deposits are on time. “I educate 
them on how to prepare payroll and 
how and when to make the de- 
posits,” he says. He prefers that larger 
clients use a national provider such as 
Paychex or ADP (see “Resources,” 
page 33). James Hayden, CPA, a 
Montvale, New Jersey, sole practi- 
tioner with six staff members, says 
payroll represents about 10% of his 
firm’s revenues. He refers clients with 
more than four employees to Pay- 
chex, which he has used for 25 years. 
“We can rely on its work and access 
reports on line. If Paychex makes a 


mistake, it rectifies it.’ Ilene Eisen, CPA, of ie Solutions in 
Monterey, California, also recommends national payroll 
providers to her clients for their broad capabilities. To help 
clients meet filing and deposit guidelines she suggests that 
QuickBooks clients use Intuit payroll services, “since they 
can download the information into their accounting 





Joseph Maloney, CPA, of Maloney, Reed, 
Scarpitti, says that the firm’s clients like the 
feeling of dealing with only one provider. 


Independence and Service Issues 


Because payroll services are a nonattest service, providing them to a 
client can mar a CPA’s independence. For engagements entered into af- 
ter 2003 (with exceptions for some completed before 2005), practition- 
ers must pay careful attention to a revision to Ethics Interpretation 
101-3, “Performance of Nonattest Services.” 

Make sure the client fully understands the services it is to receive. In 
an engagement letter, describe what your firm will and will not do, the 
limits to the service, the information the firm will need to properly pre- 
pare the client’s payroll and the time constraints involved. Document in 
writing your understanding with the client regarding 

mw Objectives of the engagement. 

m Services to be performed. 

@ Client’s acceptance of its responsibilities. 

w The firm’s responsibilities. 

w Any limitations on the engagement. 

Firms need to be alert to independence issues, says Joseph Maloney, 
CPA, of four-partner firm Maloney, Reed, Scarpitti & Co., Erie, Penn- 
sylvania: “Our involvement in our clients’ payroll process is great. But 
when we have signature authorization over the client’s checking account 
or are involved in the management of employee payroll information, we 
have had to disclose the fact we are not independent in some cases.” 
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records easily,’ she says. “Peachtree 
users can use similar Best Software 
payroll services.” 

What you recommend to clients 
depends on their sophistication and 
what you perceive they need. Big 
payroll companies, such as Paychex 
or ADP, offer a large number of In- 
ternet-based payroll-processing ser- 
vices and products, and employ 
experts to track accounting intrica- 
cies and ensure clients are in compli- 
ance with local and federal tax laws. 

Many payroll providers offer such 
simple user interfaces that “CPAs 
may have a hard time convincing 
clients to use their help,” says Steven 
Bragg, CPA and CFO of Premier 
Data, Englewood, Colorado. He 
cites ADP’s PayExpert system as an 
example. At its most basic, it can 
process just payroll through a Web 
browser interface. The system also 
permits complete integration with a 
centralized 401(k) investment mod- 


ule, which automatically makes 401(k) deductions from 
employee paychecks and eliminates the need for separate 
tax filings, administration reports and payments, he says. 
Managing flexible spending accounts (FSAs) is another 
possibility with ADP. Services include integrating FSA de- 
ductions with payroll and offering employees the use of 


debit cards from which to pay down their 
FSA balances. “Employees can access and 
update their 401(k) and FSA account in- 
formation through the ADP site, so 
clients no longer have to spend time deal- 
ing with employee account-maintenance 
issues,” Bragg says. 

Some CPA firms provide payroll com- 
pliance auditing services, including retire- 
ment plans, cafeteria benefit plans and 
health plans, to trustees of employee ben- 
efit plans. These services are valuable to 
benefits trustees—who have a fiduciary 
duty to ensure employee contributions to 
the plans are correct and timely—because 
the rules are complex and overlapping. 
Engagements focus on checking an em- 
ployer’s payroll records for compliance 
with IRS and state withholding and De- 
partment of Labor rules. 


TECHNOLOGY MAKES IT WORK 

CPAs who want to offer more payroll ser- 
vices will find there’s an abundance of soft- 
ware and Web-based providers to choose 
from. Start-up costs for (continued on page 35) 
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_ Note: Information about technology 
| products changes quickly, so when 
researching any product or service, 
talk to vendors and users to deter- 
mune what is suitable for both your 

| firm and your client. 


| AICPA partner program 


The AICPA has an exclusive part- 

| nership program with Paychex, 

| which offers built-in benefits for 

| CPAs and their clients. Paychex 

| Web-based payroll offerings include 
_ Paychex Online Internet Report 
Service and General Ledger Report- 
ing Service. For more information 

| go to www.cpa2biz.com/Business 

_ Solutions or call the Institute at 888- 
hoe ei-1077. 


_ Software 
Payroll processing products include 


| @ 1099-Etc Software 
| Advanced Micro Solutions Inc. 
www.1099-etc.com 


| m Abra Suite; CPAPayroll 
| Best Software 
| www.bestsoftware.com 


mw CheckMark Payroll 
CheckMark Software Inc. 
www.checkmark.com 


m CorPay; CorPay for SQL Server 
Comtech Solutions Worldwide Inc. 
| www.comtechsolutions.com 


mw Cougar Mountain Payroll 
_ Cougar Mountain Software 
www.cougarmtn.com 


gw CPAPayroll 
CPA Software 
www.cpasoftware.com 


| m Payroll Solution 
' Creative Solutions 
| www.creativesolutions.thomson.com 


mg CYMA” Accounting for Win- 
dows; CYMA State Payroll Forms 
CYMA Systems Inc. 
www.cyma.com 


m Paymate Acclaim; Paymate Simple; 
Paymate Standard 

Paymate Software 

www.akmicro.com 


@ Industrial Strength Payroll; 
Industrial Strength Payroll for 
Windows 9x and NT 4; Payroll; 
1099 Package 

Phoenix Phive Software Corp. 
www.phoenixphive.com 


m Assisted Payroll; Complete Payroll; 
Do-It-Yourself Payroll; QuickPayroll 
Quickbooks Assisted Payroll 
www.payroll.com 


w Red Wing Payroll 
Red Wing Software 
www.redwingsoftware.com 


w Stellar Software Co. 
Stellar Software Ltd. 
www.payrolicafe.com 


m UBCC Real-Time Accounting 
Software 

Universal Business Computing 
Company 

www.ubcc.com 


Web-based payroll applications 


m@ Automatic Data Processing Inc. 
(ADP) 
www.adp.com 


@ Ceridian Payroll (Small Business 
Solutions) 
www.ceridiansmallbusiness.com; 
www.ceridian.com 


@ Direct Deposit Plus; EZStub; 
Currency Connection Payroll Cards; 
WEB Direct Deposit 

National Payment Corp. 
www.directdeposit.com 
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m Paychex Inc. 
www.paychex.com 


mw PayChoice 
Payroll Associates 
www.payrollassociates.com 


m Paycom 
Paycom Online 
www.paycomonline.com 


m PayCycle 
PayCycle 
www.paycycle.com 


m PayMaxx Inc. 
PayMaxx 
Www.paymaxx.com 


m Payroll Services 
Payroll Relief Inc. 
www.payrelief.com 


@ SurePayroll Service 
SurePayroll Inc. 
www.surepayroll.com 


m Time2Pay 
Accuchex Corp. 
www.accuchex.com 


Publications 


w Essentials of Payroll Management and 
Accounting by Steven M. Bragg, John 
Wiley & Sons, 2003. 


w Payroll Compliance Pro on 
Checkpoint, from Thomson’s RIA 
Group. Online. (Contact: 
www.riag.com, or 800-950-1216.) 
Covers federal, state, and local com- 
pliance; includes regulations, other 


federal legislation and Department of _ 


Labor materials, and tax forms. 


@ Payroll Tax Deskbook, from PPCNet. 
Available in print, on CD or online. 
(Contact: www.ppenet.com.) Covers 
federal withholding, deposit and re- 
porting requirements, and worker- 
classification (W-2 vs. 1099) issues. 


JOURNAL of ACCOUNTANCY 





33 


Your 
firm’s 


reputation 






is always 


on the line. 
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Now affordable 







professional liability 


protection is available 


too. 


soe 7 : Discover how affordable 
AICPA-endorsed coverage 


can be by visiting 
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The CPA Value Plan is professional liability Ve EO Sree You can choose from four levels of coverage, 
insurance coverage endorsed by the AICPA and Just look at the difference technology has ranging from $100,000 to $2,000,000. You 
specially designed for small CPA firms— made in your own firm. Now, the CPA may also benefit from the Plan’s premium 
companies with 3 or fewer professionals and less Value Plan is putting technology to work credits—a feature that could bring your firm 
than $300,000 in revenue. Small CPA firms for you and your firm, to save you time significant savings. Plus, you'll receive 

need comprehensive professional liability and money. Whether you already have outstanding service from professionals who 
coverage more than ever before—because the coverage or you're thinking about really understand the accounting profession. 
chance of being sued is greater than ever. For a professional liability protection for the first pg AS SE EU aa ee gee 
small firm, a suit could be a financial disaster. It time, you can get a quote online in real eee Lf SL a 
makes sense to protect your firm’s future with time. If you need coverage right now, you E 
comprehensive coverage. Coverage that’s can purchase online. You can even select 

designed for small firms like yours. Coverage the financing option that works best for 

you can trust. your firm. 


For a FREE QUOTE with the option to buy online... 
Go directly to the application at cpai.com/advalue 


or call 1-800-221-3023. 
Brough you: AMOI Uerwsisen br: CAIN 


CNA is a service mark registered with the US patent and Trademark Office. The program in this ad is underwritten by Continental Casualty Company, one of the CNA companies. This 
information is for illustrative purposes only and is not a contract. It is intended to provide a general overview of the products and services offered. Only the policy can provide the 
actual terms, coverages, amounts, conditions and exclusions. All coverages not available in all states. ©2001 All rights reserved. 


Aon Insurance Services is a division of Affinity Insurance Services, Inc.; and in CA, MN and OK is a; division of AIS Affinity Insurance Agency, Inc.; and in NH and NY is a division 
of AIS Affinity Insurance Agency. ©2001 E-5427-0704JOA 
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PRACTICE DEVELOPMENT 


software and training start at $1,500 but can go much higher. 
Firms can control staff costs by hiring $15- to $20-per-hour 
people to do data entry. 

At Faulk & Winkler, the first step in handling a client’s 
payroll is to generate and post an import file to the Internet 
prior to the client’s pay date. That automatically sends an e- 
mail that reminds the client when payroll data must be re- 
ceived. Clients log onto the firm’s Web site and access their 
payroll file through a secure Web portal, then enter hour and 
wage information, make changes to employee master-file in- 
formation and/or leave notes. When they click “Done,” the 
firm gets an e-mail stating the client’s payroll information is 
ready. Then the firm imports the data, verifies the totals and 
makes changes according to any notes and process. 

Maloney, Reed, Scarpitti uses ACCPAC and Quick- 
Books to prepare the payroll checks and information for 
the electronic transfers. To prepare W-2s and quarterly and 
annual payroll tax returns it uses 1099-Etc from Advanced 
Micro Solutions; it outsources the direct-deposit segment 
to another provider, National Payment Corp. “In most cas- 
es the payroll information automatically updates the clients’ 
general ledgers,’ Maloney says. “If we don’t maintain their 
general ledger, we provide them with the entry to input the 
payroll information to their GL.” 

Most clients have paychecks deposited electronically into 
employees’ accounts. Faulk & Winkler generates a 
NACHA (National Automated Clearing House account) 
formatted file and sends it either directly to the employer’s 
bank or to a third-party vendor, which distributes the funds 
to employees on payday. Employees of clients that use EZ- 
Stub direct deposit receive e-mail notification that payroll is 
ready; a link brings them to a secure Web portal. To view 
their current and all previous check stubs, employees enter 
their unique log-in name and password. They can view and 
print out information or stubs for documentation at any 





payroll services. é 
@ Determine which clients are free of independence 
_ conflicts for payroll engagements. . 
handling payroll they find burdensome. 
H Research payroll products’ capabilities carefully to 
find a good match for clients’ requirements and your 
work systems. aan 
® Let clients know they’ll incur additional charges if 
they make late changes. 
Stay current on the law. 


two people who know how to do a client’s payroll. 
@ Perform background checks on potential hires in the 
payroll operation to minimize the potential for fraud. 





@ Assess your firm’s capacity for additional recurring ~ 

















@ To gauge the market, ask your clients what parts of | 


HM Cross-train your staff to ensure the firm has at least. 


time. In some cases the firm generates printed check stubs 
for employees’ records and delivers them to the client for 
distribution or mails them directly to employees. 


WHAT TO WATCH OUT FOR 

Reliability is the paramount concern of every payroll cus- 
tomer and every one of its employees. These are the hot- 
button issues: 

= Pay the government correctly and on time. The penal- 
ties for failure to pay the client’s taxes are severe, and you 
will lose the client if you don’t deliver. 

m Get the checks right. “If you want to tick people off, 
mess with their paychecks,” Waller says. Payroll mistakes 
also embarrass clients, whose employees may assume the 
company is having financial problems. 

m Issue checks and direct-deposit funds on time. “Clients 
can’t afford problems with their employees’ pay,’ Maloney 
says. A delay can disrupt an entire business. 

= Train clients to process data reliably. To be profitable, 
payroll-processing must be automated and standardized. 
Discourage clients from making late changes by charging 
for them. “If they know they’ll be fined, it helps them get 
it right the first time,’ Waller says. 

m Stay current on the law. Keep your staff abreast of 
changes. Use CPE, the Internet and updates from state 
CPA societies and local sources to stay on top of changes. 
Inform your clients, too. 

= Keep abreast of technology. Use the Internet, join user 
groups and attend technology conferences. If you feel con- 
fident in your tech expertise, consider becoming a reseller, 
Waller suggests. 

= Cross-train your staff. To ensure that at least two peo- 
ple have experience with every client, Maloney’s firm in- 
sists that every worker learn how to handle another 
company’s payroll in addition to those that are his or her 
primary responsibility. 

uw Keep strict internal controls. Perform background 
checks on potential hires to ensure staff members pro- 
cessing payroll are trustworthy and responsible. 

m Be patient. Clients not accustomed to outsourc- 
ing may need some hand-holding at first, so be pre- 
pared to give new accounts some extra time. 


MAKE SOMEONE HAPPY 

“Our philosophy always has been to provide an unlim- 
ited number of services to a limited number of clients,” 
says Waller. Clients also are “less likely to shop on price 
if you can show them you're providing value.” 

Because payroll services can be an adjunct to other 
recurring CPA work, they can give a firm a high return 
on investment relative to the amount of time they take. 
Clients get the full service of the payroll-processing 
houses, with the convenience of having someone local 
do the job. “They are happy because if things go wrong, 
they can get a corrected or bonus check at a moment’s 
notice,” Waller says. “And we’re happy to keep dollars 
from walking out the door to other CPA firms.” a 
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EMPLOYEE BENEFITS/SMALL BUSINESS 


Help your firm—or your clients—make the right choice. 


IRAs and 401(k)s: 
How to Pick the Best Plan 


6 





Bi CONT A bALSiCACR ENE C | 


PAs with small business clients—or those with decision-making re- 
sponsibilities for smaller companies—often are called upon to evaluate 


pension plan options. This article will help by outlining the key features of re- 
tirement plans that can be implemented by small businesses: the simplified 


Small Businesses Offering 
Retirement Plans 


| Only 34.4% of firms with fewer 
than 25 employees offered 
retirement plans to their 
employees. 


a Source: Congressional Research Service, 2004, 
www. pensioncoverage.net/pdfs/purcell2.pdf. 





employee pension-IRA (SEP-IRA); 
the savings incentive match plan for 
employees (SIMPLE), IRA and 401(k); 
the traditional 401(k); and the safe har- 
bor 401 (k). 


THE REGULATIONS 

The Economic Growth and Tax Relief 
Reconciliation Act (EGTRRA) of 
2001 offers tax credits to any business 
with 100 or fewer employees that es- 
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tablishes a pension plan. Such businesses 
are eligible for credit up to 50% of the 
first $1,000 spent on retirement educa- 
tion and administration, to a maximum 
of $500 per year for the first three years. 
Eligible employees must have received 
$5,000 in compensation, and there 
must be at least one “highly compen- 
sated” employee who owned more 
than a 5% interest in the business at any 
time during the previous year or who 
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To make it less likely that a plan would be deemed top-heavy, 
the EGTRRA narrowed the definition of key employees. 


receives compensation of more than $95,000 in 
2005 (increased from $90,000 for 2004). 

The law also includes a provision enabling 
employees age 50 or older to “catch up” by 
making incremental contributions to compensate 
for any years in which they did not participate in 
a pension plan. Another provision offers a tax 
credit to low-income participants; they can re- 
ceive a nonrefundable tax credit of up to 50% on 
up to $2000 in contributions to specified plans, 
for a maximum credit of $1,000. This credit is in 
addition to the tax deduction already associated 

with contributions to such plans. 
In order to ensure that all re- 
tirement plans have a represen- 
tative balance of participants 
and are not dominated by 
higher-paid employees, they 
are subject to annual top- 
heavy testing (IRC section 
416(g)). (See “Top-Heavy Testing and 
Key Employees,” above.) If a plan becomes 
top-heavy, the employer must provide a mini- 
mum contribution to all nonkey employees, based on how 
much they have contributed to the plan—out of their 
own salaries or in the form of employer contributions— 
during the year. CPAs therefore should remind their small 
business clients that it’s up to the plan administrator to 
keep a keen eye on account values throughout the plan 
year and notify the employer if the plan is in danger of be- 
coming top-heavy. 







@ RETIREMENT PLANS ARE OFFERED BY a variety of 
providers, including financial institutions, insurance compa- 
nies and payroll service providers. But adherence to IRS reg- 
ulations is the responsibility of the business owner. 





@ ANY BUSINESS WITH ONE EMPLOYEE that does not have 
any other type of retirement plan can set up a simplified em- 
ployee pension-IRA plan. All contributions to SEPs come 
from the employer. SEPs are easy to set up and maintain, 
and do not require an annual tax return. 


M@ THERE ARE TWO TYPES OF SAVINGS INCENTIVE match 
plans for employees: the SIMPLE IRA and the SIMPLE 
401(k). They require little documentation and no annual tax 
filing. But employers must make annual contributions to 





Her e-mail address is cascarinci@aol.com. 
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To make it less likely that a plan would be deemed top- 
heavy, the EGTRRA narrowed the definition of key em- 
ployees by nearly doubling the compensation limit from 
$67,500 in 2000 to $130,000 in 2001. It also allowed com- 
panies to count matching contributions toward satisfying 
the minimum contribution requirements. 

The top-heavy rules are particularly harsh on small busi- 
nesses that employ family members; they discriminate by 
treating all family members as key employees, regardless of 
salary level and percentage of ownership (IRC section 318). 
This makes it difficult for family-based small businesses to 


employee accounts. Employer and employee contributions 
both are vested immediately. 















Mi THE TRADITIONAL 401(k) PLAN carries the most reporting 
requirements and is the most costly to administer. It is bet- 
ter for employees because they can make contributions 
every year, even if the employer does not. Administration of 
401(k) plans is complicated by annual compliance testing 
and a required annual tax return. 


M@ SAFE HARBOR 401(k) PLANS are an attractive alternative 
for a business that wants a 401(k) plan, but does not want 
to or is not able to satisfy the annual discrimination testing 
required by traditional plans. The price to be paid is a safe 
harbor contribution made to all employee accounts. 
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pass top-heavy testing and continues to be a major deter- 
rent to their implementing pension plans. 


ONE SIZE DOESN’T FIT ALL 
In recommending and researching retirement plan options, 
CPAs should pay special attention to the unique needs of 
the small business employer. (See “The CPA’s Retirement 
Plan Checklist,’ page 40.) In addition to size constraints, 
individual businesses face varying earnings, profit levels, 
number and age of employees, industry, business location, 
employee turnover, regulations, etc. A 
major concern is the uncertainty of 
future revenues. Without reliable, con- 
sistent earnings, a business cannot sup- 
port a plan that requires an annual 
commitment to contributions by the 
employer. Pension plans are far from a 
“one-size-fits-all” product. CPAs 
should ensure that any plan selected is 
well-suited for the individual needs of 
the employer under its current cir- 
cumstances and that it is flexible 
enough to remain effective if circum- 
stances should change. 















RETIREMENT PLAN OPTIONS 
To give CPAs some insight into the 
challenge facing their small business 
clients, we asked six pension plan 
providers (financial institutions, insur- 
ance companies and payroll service 
providers) for recommendations in 
selecting a plan for a business with 
10 full-time employees and an esti- 
mated annual payroll of $450,000 to 
$600,000. We used 10 employees be- 
cause it was representative of employ- 
ers that statistically have not provided 
plans. We selected the payroll total by 
using average annual earnings of 
small business employees of $30,000, 
and a supplement of approximately 
$150,000 for one or two more highly 
compensated owner/executives. 

Five of the providers recommended 
a SEP-IRA, SIMPLE IRA or SIM- 
PLE 401 (k) and one suggested either a 
safe harbor or traditional 401(k) plan. 
Although pensions are usually imple- 
mented and maintained by plan 
providers, CPAs can assist their clients 
or employers in the selection process. 
Here’s a rundown of the options: 





































The SEP-IRA 
Best suited for: Small businesses that 
do not have any other type of retire- 





EMPLOYEE BENEFITS/SMALL BUSINESS 


ment plan, have a small part-time staff and are comfortable 
completely funding the company pension plan. 

Plan details. Small businesses can set up a SEP-IRA 
plan by completing IRS form 5305-SEP, or its equivalent, 
which may be obtained from any retirement plan 
provider. The IRS form requires a calendar-year plan 
while non-IRS forms permit businesses to opt for a fiscal- 
year plan instead. 

A SEP-IRA is based only on employer contributions. 
The 2004 maximum annual contribution was 25% of the 
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e-file your clients’ taxes _ 


95% of tax professionals say 
e-file gives them greater peace 
of mind* 
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76% say e-file brings them new 
customers* i 
9 out of 18 say e-file is the way _ 
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> aboutefile.com : 


*IRS Practitioner Business Impact Study 2004, conducted amongst tax practitioners who e-file more than 75% of returns electronically. 


*IRS Practitioner Business Impact Study 2004, conducted amongst all tax professionals surveyed. 
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The traditional 401(k) carries the most reporting requirements 
and is the most costly to administer. 


employee’s compensation or a maximum of $41,000 
($42,000 for 2005). Vesting is immediate. Any employer 
with one or more employees may establish a SEP-IRA. 
Any employee who is at least 21, has been employed for 
three of the five preceding years and has earned a minimum 
of $450 in the current year is eligible to participate. 

There are three formulas that may be used to allocate 
contributions to a SEP-IRA: a flat dollar amount, a speci- 
fied percentage of eligible compensation or a Social Securi- 
ty integration formula. With the first formula each 
employee receives a contribution of the same dollar 
amount. Under the second formula, every employee re- 

ceives.a contribution of the same percent- 

age of eligible compensation. If the 
employer decides on 10%, then all 
employees receive a contribution 
amounting to 10% of their eligible 
compensation, not to exceed the 

IRS limitation of $41,000. 

Using the Social Security inte- 
gration formula, the employer as- 
signs to the plan a percentage of the 
accumulated total of all eligible employ- 
ees’ compensation, then, using a special for- 
mula, allocates a percentage to each eligible employee. The 
allocation must be made according to specific IRS-provided 
requirements or the SEP may be disqualified. Social Securi- 
ty integration provides the higher-paid employees with a 
larger percentage of the contribution. 

Plan advantages. SEP-IRAs are easy to 

set up and maintain and no annual tax re- 


older is $1,500 for 2004 and $2,000 for 2005. In SIMPLE 
IRA plans the employer must match up to 3% of employee 
pay or make a 2% nonelective contribution. In SIMPLE 
401(k) plans the employer also must match the first 3% of 
deferred compensation. 

Plan advantages. SIMPLE plans require little documen- 
tation and no annual tax filing. A plan is established by 
completing IRS form 5305-SIMPLE or an equivalent ob- 
tained from a retirement plan provider. Again, the non- 
IRS form permits a fiscal-year plan while the IRS form 
requires a calendar year. Employer and employee contri- 
butions are both vested immediately. 

Plan disadvantages. Because of the annual mandatory 
employer contribution to employee accounts, employers 
who have concerns about irregular earnings streams must 
be wary of SIMPLE plans. It is possible to reduce the con- 
tribution percentage in designated years, but not to zero. 


Traditional 401(k) Plans 

Best suited for: Small business clients with irregular 
earnings streams that cannot support a plan with required 
contributions. 

Plan details. Established about 20 years ago, the tradi- 
tional 401(k) carries the most reporting requirements 
among the plans discussed here and is the most costly to ad- 
minister. Employees make contributions to their 401(k) 
plans from pretax earnings. Employers can offer matching 
contributions but are not required to do so unless there is 
an imbalance in the plan that favors highly compensated 


turn is required. The employer contribu- 
tion is optional, which eliminates the 
problem of required contributions in 
years when cash flow is a problem. 

Plan disadvantages. Employee ac- 
counts are completely funded, or not, by 
the employer. Part-time employees and 
those who have earned only $450 in an- 
nual compensation and met other mini- 
mal requirements must be included. 


SIMPLE Plans 

Best suited for: Small businesses that 
have a consistent, reliable, positive earn- 
ings stream. 

Plan details. There are two types of 
SIMPLE plans: a SIMPLE IRA anda 
SIMPLE 401(k). For both types, em- 
ployees may contribute up to $9,000 for 
2004 and $10,000 for 2005; the catch-up 


contribution for employees age 50 and 
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The CPA’s Retirement Plan Checklist 


@ Get the facts together. Prepare a fact sheet of key company data includ- 
ing annual profit for the past 5 to 10 years, annual payroll costs (wages 
and services), number of full- or part-time staff, hours worked by part- 
time employees, ages of employees, turnover rates. 

@ Do your research. Educate small business owners about the different 
retirement products available and their tax implications. You can find 
useful information on the IRS Web site or the Internet as well as from 
plan providers. 


M Contact several plan providers. It’s best to shop around to identify the | 


provider that will best satisfy your clients’ needs. 

& Consider bundling services. Recommend that clients contact their in- 
surance providers or payroll services regarding pension plans. Bundling 
these services together may result in dramatic cost savings. 

@ Ask questions. CPAs can play a key role as liaisons between their 
clients and pension plan providers. Small business owners are better 
equipped to select a plan when they understand each one’s unique fea- 
tures, and the provider's willingness and ability to answer questions pro- 
vides some insight into their future working relationship. 
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employees. Employers may contribute a flat dollar amount, 
a share of the profits or a matching contribution. 

Both SIMPLE and 401(k) plans are free from federal 
taxation but are subject to FICA and Medicare contribu- 
tions. The traditional 401(k) plan is better for employees 
because it allows them to control the amount being set 
aside for retirement. Even if the employer chooses not to 
contribute in any particular year, employees still can. Em- 
ployees also can contribute more to a 401(k) plan than they 
can to a SIMPLE plan. For 2004, 401(k) plan participants 
can contribute up to $13,000, plus an 
additional $3,000 per year catch-up 
contribution if they are 50 or older 
and meet additional requirements. For 
2005, the maximum contribution is 
$14,000 plus a $4,000 catch-up. Em- 
ployee contributions are vested imme- 
~ diately, while employer contributions 
may vest over time, according to plan 
schedules. If required contributions are 
made because the plan is top-heavy, 
the plan must adhere to an accelerated 
vesting schedule outlined by the IRS, 
unless the plan’s vesting schedule is 
more liberal. 

401(k) costs. Administration of a 
401(k) plan is complicated by the need 
for an annual tax return and annual 
compliance testing. Many small busi- 
ness employers turn the administrative 
duties over to the plan provider, but 
even if they do the IRS says it is the 
employer’s responsibility to ensure 
that the plan is administered properly 
and fairly. 

The plan providers we contacted 
said a 401(k) plan for a 10-employee 
company costs approximately $2,000 
per year to administer, not including 
initial set-up costs or the cost of loan 
features. Some providers charge a per 
employee fee for administration in 
addition to monthly, quarterly or an- 
nual fees. Internet-based providers 
charge lower fees, and they predicted 
that fees will continue to fall as ad- 
ministration becomes more and more 
Internet-based. 

The 401(k) plan was not a very 
popular choice for small business 
owners in the past because of its high- 
er administration cost and the com- 
plexity of annual testing and filing of 
form 5500. Several plan providers we 
contacted suggested that small busi- 
nesses consider outsourcing retire- 
ment plans to their payroll plan 

























































administrator, who already has access to the necessary pay- 
roll data. This reduces the cost to the employer and allows 
the employer and employees to deal with only one entity 
for both services. 

Another way to keep costs down is to offer only a few 
carefully selected mutual funds as investment vehicles in- 
stead of a large variety. A study by the Pension Research 
Council showed that retirement plan participation was 
higher in plans that offered a handful of options, as opposed 


to 10 or more choices. 


(continued on page 42) 
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A safe harbor 401(k) plan is a good option for family businesses that 
don’t want to undergo annual compliance testing. 


401(k) compliance tests. 401(k) plans are subject to top- 
heavy tests in addition to others specified by the IRS to en- 
sure they maintain a balanced participation of highly 
compensated and non-highly compensated employees. IRC 
section 415 limits the annual amount that can be added to a 
participant’s account from all sources for 2005 to the lesser 
of their entire earnings or $42,000; for 2004 it was the less- 
er of their entire earnings or $41,000. IRC section 404 lim- 

its the maximum an employer can contribute 
to 25% of the company’s payroll. 

Compliance tests such as the actual 

deferral percentage test (ADP test— 
IRC section 401(k)(3)) and the actual 
contribution percentage test (ACP 
tests—IRC section 401(m)(2)) prevent 
employers from designing 401(k) plans 
that benefit only highly paid personnel. 
The ADP test compares the percentage of 
salaries the different classes of employees have 
contributed to the plan. The ACP test compares the per- 
centage of employer contributions in the 401(k) accounts 
for the different classes of employees. If contributions for 
highly compensated employees are more than the test lim- 
its, the employer may have to pay a 10% excise tax (see 
IRC section 4979). 

IRS publications 4224 and 4050 provide information on 
correcting plans that are not in compliance so they main- 
tain their tax-favored status. 

Plan advantages. Employers are not required to con- 
tribute to the plan unless it is top-heavy. Employers wish- 


ing to contribute have the choice of making a matching 
contribution, profit sharing or a flat dollar contribution. 
Employees have the advantage of contributing pretax dol- 
lars to their accounts, which are vested immediately. The 
401(k) plan allows for the highest permissible employee 
deferral of income and the highest catch-up contributions 
of all the plans. 

Plan disadvantages. Administration costs are the high- 
est of all the plans and require the most complex testing. 
In addition, the employer must file an annual tax return 
for the plan. 


The Safe Harbor 401(k) 

Best suited for: Employers with consistent earnings 
streams that can support a plan with annual required contri- 
butions. This is an attractive alternative for the business that 
wants the benefits of a 401(k) plan but does not want to or 
is not able to satisfy the required annual compliance testing. 
It’s a very good option for family-based businesses that can 
meet the required criteria. 

Plan details. The safe harbor plan is a means provided 
by the IRS to permit employers to achieve balanced partic- 
ipation in a 401(k) plan without the need for compliance 
tests. Rather, employers must make matching contribu- 
tions to employee retirement accounts, or nonelective con- 
tributions (which are immediately vested) equal to 3% of 
each employee’s annual compensation. The contributions 
are nonelective because they are made to all eligible em- 
ployees, regardless of whether they participate in the com- 
pany’s 401 (k) plan. 


Small Business Retirement Plan Options 


Simple-IRA 
Are willing to 
fund entire plan, 
have small 
_ part-time staff. 


Most suitable 
for companies 


_ reliable earnings. 
that: ee aa 


Match up to 3% 

of employee pay 

or make 2% 
~-nonelective 
contribution. 


Nonobligatory. 
Lesser of 25% 
of employee 
compensation 
or $42,000. 


Employer 
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Simple-401(k) 


Have consistent, Have consist 
reliable earnings. — 


Match up to 3% 
of employee pay 
ormake 2% 

—nonelective 
contribution. 





Traditional 401(k) 
earnings a re Z 
cannot commit — 

toregular 
contributions. 


nobligatory. 
Lesser of 25% 
_ ofemployee 
compensation 
or $42,000. 
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Matching contributions are made only to the accounts 
of active 401(k) plan participants. A dollar-for-dollar match 
must be made on salary deferrals up to 3% of compensa- 
tion for each non-highly compensated employee, and a 50- 
cent-on-the-dollar match must be made on salary deferrals 
from 3% to 5% of compensation. The rate of any matching 
contributions being made to highly compensated employ- 
ees cannot exceed that being made to non-highly compen- 
sated employees. 

Employers choosing to make nonelective contributions 
can decide as late as 30 days before the 
end of each plan year whether to take 
the safe harbor route. Employers opt- 
ing for the matching contributions 
must inform employees no later than 
30 days before the beginning of the 
plan year, so they have time to deter- 
mine their contribution rate. 

Plan advantage. Offers all the ben- 
efits of traditional 401(k) plans but 
does not require mandated testing. 
Can be set up just 30 days in advance 
of the new plan year. 

Plan disadvantage. Required annual 
contributions are the premise of this 
plan, so it is not a good option for 
CPAs to recommend to employers 
that do not have consistent earnings. 


THE ROLE OF THE CPA 

Since most people focus on the short 
term, it’s easy to lose sight of the fu- 
ture benefits that retirement planning 
yields until it’s too late. CPAs have a 





AICPA Resources | 


| m The CPA’s Guide to Retirement 
Plans for Small Businesses (paper- | 
| back # 017237JA; paperback and 
software # 017239JA). 
m Retirement Planning Confer- 
ence, June 2005, Las Vegas. 


_ For more information ox to order | 
| go to www.cpa2biz.com. or call the | 
Institute at 888-777-7077. 


| Um ec gees . 


www.irs.gov/pub/irs-pdf/p560.pdf 
| www.investopedia.com 
_ www.tiaacref.org | 
 www.401keasy.com . 














responsibility to educate small business employers and em- 
ployees of the benefits of joining a retirement plan to the 
company and its employees. 

CPAs should remember when advising small business 
clients that the best way to present information is in a brief 
and simple fashion. Small business owners often are bound 
by strict time constraints because of their limited staff. The 
key is to inform these clients without overwhelming them. 
The involvement and support of employers is imperative 
for promoting confidence in the plan and its sponsor. el 
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AICPA online publication 
AICPA e-MAP: 
Professional perspectives. Interactive tools. Virtual guidance. 





Whether you’re starting, running or expanding your practice, AICPA 
e-MAP (Management of an Accounting Practice Handbook — online) 
has the information, tips and tools you’ll need to be successful. 


Professional perspectives 

Get the knowledge you’re looking for right from the source! Each section 
of e-MAP is developed, written and maintained by a practitioner who 
actively works within that role. 


Interactive tools 

Download practical ready-to-use worksheets, spreadsheets and 
checklists — designed by the practitioner for the practitioner. 
All documents are customizable and easy-to-use. 


Virtual guidance 
Any time, any where — all the information and resources you need 
are at your fingertips with e-MAP, including: 

© How to develop an accounting practice 

® How to boost productivity and profitability 

e How to market your firm’s services 


Subscribe Tod ay! e How to set up client engagements 


® Strategic planning initiatives 
1-year individual subscription 


MAP-XXCNO3 


AICPA Member $150.00 
Nonmember $250.00 Plus, with its easy-to-use interface, quick and simple search engine, 


timely updates and access to additional guidance — it’s clear why firms 
of all sizes rely on e-MAP for managing their practice. 


e |nsurance and owner issues 
e And more! 


Take advantage of discounted multi-user 
subscription rates and get access for 
all partners or your entire firm. 


For more information call 888.777.7077. C-V A P 


Management of an 
Accounting Practice Handbook 





sane www.epa2biz.com/emap 
Cie) 888.777.7077 


ILLUSTRATION BY JIM CHERRY/IMAGES.COM 


PRACTICE MANAGEMENT 


Find the delicate balance between avoiding travel costs 
and keeping travelers productive. 


Frame a Travel Strategy 


BY WILL TATE AND CHERYL ROSEN 





nyone who’s been to a supermarket or drug store lately already knows 
the basic rule of purchasing: Frequent customers get the best prices and 
the best service. It was the travel industry—American Airlines in particular— 


that invented the idea of a reduent shopper's program to encourage travelers 


to bring all their business to one supplier. Today, 
30 years later, even small accounting firms and 
their clients can save money and make traveling a 
little easier for their staff by applying this basic 
concept. This article outlines the best practices of 
corporate travel management programs at Ameri- 
ca’s biggest companies and accounting firms and 
shows how they can be adapted to meet the needs 
of smaller CPA firms and their clients. 

At the Big Four CPA firms, where travel 
spending runs in excess of $100 million a year, 
managing the travel program is a serious business 

handled by a dedicated staff. When traveling 

for a firm, CPAs must book their trips through 

a designated travel agency or Internet travel site, 

using airlines and hotels with which the firm has 
negotiated discounts. Travelers charge their tickets 
to a single charge card, drive cars from the firm’s 
designated car-rental company, bring their meet- 
ings to preferred hotels and file their expense re- 


| Projected business travel 
| for North America in 2005 


0%-2% 


Travel Business Forecast, 2004. 
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PRACTICE MANAGEMENT 


lf we had to offer a single piece of advice for cutting travel costs, it would be 






ports online. These travel pro- 
grams easily can be adapted on a 
smaller scale. 

Optimizing the budget comes 
down to juggling pieces of the 
puzzle by making decisions 
about the five components of a 
viable travel strategy: 
mw The firmwide or corporate 
travel policy. 

g The in-house manager of the 
program. 

m The travel agency that serves as 
the intermediary to suppliers. 

@ The airline, hotel, car-rental, charge-card and online trav- 
el-booking suppliers with whom to partner. 

mw The system used for tracking and reporting spending data. 

Keep your policies concise and clear, covering the basic 
goals and guidelines for each of the five major components. 
We'll look at and offer best practices for each, with a focus 
on small and midsize accounting firms and their clients. 


START THE JOURNEY WITH A MAP 

Whether employees are traveling for the firm or billing 
every charge back to a client, their preferences are the same 
as everyone's: they like to fly first class—and will, unless 
someone sets clear limits. Every firm and company should 
have a travel policy outlining basic rules that are signed off 
by top management and distributed to every employee 
who travels. Keep in mind, however, that buying travel is 
not like buying paper clips. Flying far from home is a stress- 








est levels of management, and give someone responsibility 
for managing the program. 


@ BEST PURCHASING PRACTICES are to maximize the 
amount of business you do with a small number of suppli- 
ers. But small firms often do better letting travelers choose 
the least expensive option for each trip. 


i USING A SINGLE CORPORATE CARD for all travel and entertain- 
ment expenses simplifies the process of collecting data and en- 





46 JOURNAL of ACCOUNTANCY 


March 2005 


this: Get as many travelers as you can to book online as fast as you can. 


_ Maximizing the Travel Ta 
Corporate use of online booki 
ok carriers reached new h 


customers, GetThere.com, 2004. 





EXECUTIVE 


ll HAVE A CLEAR TRAVEL POLICY signed off on by the high- Ill LET TRAVELERS BOOK THE LOWEST AIRFARES available for 


sures the best service for partners and employees on the road. 


WILL TATE, CPA, is vice-president of Management Alternatives, a travel consulting company based in Norwalk, Connecticut, 
and a former auditor and travel manager at a Fortune 250 company. His e-mail is willtate@comcast.net. CHERYL ROSEN is 
managing editor of the Journal of Accountancy and former executive editor of Business Travel News. Ms. Rosen is an employee of the 
American Institute of CPAs. Her views, as expressed in this article, do not necessarily reflect the views of the AICPA. Official po- 
sitions are determined through certain specific committee procedures, due Pr and deliberation. 


ful and emotional business, and 
the time of executives is a valu- 
able commodity not to be wast- 
ed. Often the least expensive 
option is not the best value in 
terms of time and effort. 

Many companies have a two- 
tiered policy—one for heavy 
travelers, senior partners and ex- 
ecutives; and another for those 
who travel only to an occasional 
conference. That’s an option 
worth considering. 

Every travel program begins with people, and firms have 
two options here: to use in-house staff, or to outsource the 
program to a brick-and-mortar or online travel agency. In the 
not-so-distant past, many companies had travel agents physi- 
cally sit in their buildings, but rising personnel costs make 
that impractical today, and technology makes it unnecessary. 
Travel agency and online sites provide round-the-clock ser- 
vice at a fair price. Unless your office is open 24/7 and your 
office space is extraordinarily cheap, the best practice is to 
outsource. Even if you do, though, it’s imperative to designate 
a partner or employee to oversee the program, manage the 
relationships with suppliers, ensure best practices in pricing 
and execution, and negotiate some deals of your own. 

Remember, too, that rule of purchasing. Consolidating 
all your travel buying through a single travel agency or Web 
site is the way to win discounts and deals, keep spending 
data neat and provide the best possible service to your trav- 
elers on the road. 


















SUMMARY 


each individual trip, but funnel all your firm’s business travel 
and meetings to one or two hotel chains in the primary cities 
where you do business. 


OPT FOR ONE PREFERRED CAR-RENTAL company to qualify 
for free insurance. 


@ BOOKING ONLINE AND USING E-TICKETS and nonrefund- 
able tickets are the least costly options. Even if you have to 
swallow the cost of some unused nonrefundable tickets, you 
will save in the long run by encouraging their use. 


PRACTICE MANAGEMENT 


Making reservations over the Internet is less 
expensive than booking through a travel agent, 
and the three major travel sites—Expedia.com, 
Travelocity.com and Orbitz.com—all offer ded- 
icated small business programs that provide 
monthly spending reports. Even better, the sys- 
tems can be configured so that when a traveler 
searches for a hotel in Phoenix, for example, 
the Sheraton with which you have a negotiated 
discount will be highlighted. 

Online travel agencies like these display the 
widest range of choices—but not every choice. 
Travelers also may want to check the sites of the 
expanding number of start-up airlines where the 
lowest prices lurk. On the other hand, many 
small firms have reported being inundated by of- 
fers from Southwest Airlines’ SWABiz program. 
The savings there are real, as travelers enter their 
own information directly into Southwest’s com- 
puter system. But as on any airline-owned Web 
site, travelers see flights and fares for only one 
carrier and lose the ability to comparison shop. 

Even beyond the travel-agency fees you can 
save, letting travelers make their own reserva- 


Executive Protection: Play it Safe 


Be proactive about safety on the road. Here are some tips to follow 
and share: 

@ Notify others of your whereabouts. Share your itinerary with 
someone at the office and with your family, and make arrangements 
to communicate regularly—every day if you are going overseas. 

@ Carry emergency information. Include addresses and phone 
numbers of your family, office and doctor; the provider and policy 
number of your medical insurance; and a list of your current med- 


ications. When headed abroad, add the American embassy and put © 


a photocopy of your passport’s cover page in your suitcase in case 
you lose the real document. 

@ Watch your back. We all know not to wear expensive clothing 
or jewelry, or walk alone at night. Go the next step: Never say your 
hotel room number aloud or mark yourself as a tourist by wearing 
your name badge out of doors. If you’ll be out late, take a taxi in- 
stead of driving a rental car, and request a hotel room near the ele- 
vator so you won't have to walk down a long hallway alone. 

@ Protect your assets. Beware professional thieves who frequent 
airports to gather information on who’s going out of town. On 
outbound trips, use the airline-supplied ID tags for your luggage, 
and fill in the address of your hotel rather than your home. On the 
way back, use your office address. 


tions over the Internet invariably results in low- 
er costs. Perhaps the biggest surprise firms have 
realized from online booking is that when trav- 
elers are offered a wide range of options on 
their computer screens, a surprisingly high 
number do the right thing and change their 
plans slightly to take advantage of lower-priced options. In 
fact, if we had to offer a single piece of advice for cutting 
travel costs, it would be this: Get as many travelers as you 
can to book their travel online as fast as you can. 

Shifting traveler behavior so that employees book their 
own trips online instead of calling Mary at the agency 
down the block may take some doing, though. A clear pol- 
icy from top management is the only way to accomplish 
this; even large companies report only about 50% compli- 
ance unless there’s a strong mandate from the top. Compli- 
ance is much higher if you designate one employee as the 
official travel arranger for staffers to call and decline to re- 
imburse travelers who stray from policy. 


TRAINS, PLANES AND AUTOMOBILES 
While big CPA firms and businesses are best served by 
pushing their travelers to use one airline and then negotiat- 


il Company Travel Benc! im 





004, www.btnonline.com. 


—Debbie Zimmerman, CPA 


DEBBIE ZIMMERMAN, CPA, is a vice-president at Stonefield Joseph- 
son Inc. in Santa Monica, California. 





ing discounted rates, smaller entities generally do better al- 
lowing travelers to pick the airline or hotel with the lowest 
rates on each individual trip. Remember that every travel 
dollar not spent falls right to the bottom line; saving a few 
thousand dollars in expenses is as valuable as four or five 
times as much in additional revenues. 

No matter how hard you try, though—and especially if 
your firm has international clients—the need for high-end 
travel will not go away. Many firms (and their customers on 
whose dime the CPA is traveling) allow first and business 
class for partners and executives and for employees traveling 
with customers on red-eye flights. It’s on those tickets that 
the airlines derive their biggest profit margins. Track them 
and negotiate a discount for first- and business-class tickets 
with one major airline that offers frequent flights from your 
home city and on your most frequently flown routes. 

Virtually every airline, hotel, car-rental company and 
railroad offers discounts to business customers; make it 
someone’s formal responsibility to negotiate on your be- 
half and then to nudge travelers to use these vendors. Air- 
lines typically offer small business programs that yield free 
tickets with the purchase of a given number. Take advan- 
tage of them. 

Of all the pieces of the travel framework, moving travelers 
to a single car-rental supplier is the easiest. The issue here, as 
always, is cost vs. convenience. In general, on-airport com- 
panies cost more, while off-airport com- (continued on page 49) 
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CASE STUDY 
Playing for Points at Meyners + Company 


t Meyners + Company LLC, travel management 

revolves around maximizing the firm’s two- 

pronged charge-card program and the free travel 
benefits that accrue from using it. 

Though its annual travel and expense tab is close to 
$150,000, much of it charged to clients, the Albu- 
querque-based firm earns points on the roughly $1 mil- 
lion a year it lays out by paying virtually every bill with 
co-branded Citibank/American Airlines and Southwest 
Airlines charge cards. 

“We sat down with a printout of every vendor we do 
business with—from magazine subscriptions to our land- 
lord—and asked them to take one of our two credit 
cards,” says principal partner Bruce F Malott, CPA, who 
heads the Meyners program. “We charge $315,000 a year 
just for the rent and $300,000 for 
health insurance, so those two ven- 
dors alone give us 600,000 points.” 

To sidestep the limits that corpo- 
rate-card vendors set on monthly 
charges, Malott applied for the cards 
in his own name and assumed per- 
sonal responsibility for the payments. 
“That’s risky business,’ he acknowl- 
edges, so he offset the risk with a 
contract that gives him an assignment 
of the firm’s receivables, making him 
a secured creditor to the extent that’s 
owed on the cards if the firm goes 
out of business. 

After quickly charging enough to 
make himself a gold member, Malott 
negotiated a $70,000 monthly credit 
limit with Citibank. When the firm 
spends more than that—such as the 
time it bought $250,000 worth of 
furniture—it wires Citibank the 
amount over the maximum. Along 
with the new desks and chairs, that 
furniture purchase brought the firm 10 free coach tickets. 

Once tickets are earned, the internal travel coordina- 
tor—Malott’s assistant—takes over the process of maxi- 
mizing their use. Free tickets are used only on trips that 
otherwise would cost more than $300; if they’re being 
used for client business, the travel coordinator checks the 
Internet for the cheapest available coach fare and bills the 
client that amount. Everyone flies coach on trips of less 
than three hours’ duration; on longer hauls, directors and 
partners can use points to upgrade to first class. 

When no free tickets are available, or for short hops 
costing less than $300, the firm turns to its second travel 





CPA Bruce F. Malott earned 200 free 
airline tickets by putting every 
expense—from the rent to the medical 
insurance—on a charge card. 


partner, Southwest Airlines. “Southwest has the best 
mileage plan because there are virtually no blackouts,” 
Malott says. “If there’s a seat on the plane for a paying 
customer, there’s a seat for you. You get a companion 
pass after 100,000 miles or 100,000 points on the South- 
west credit card, and you can use a free pass and a free 
companion ticket together. That’s the best deal there is.” 
Meyners + Company gives Malott the companion tickets 
in return for accepting the risk of using his name. 

On the hotel side, the firm’s travelers stay at Marriott 
or Hilton properties whenever possible, and then use the 
points they accrue in those frequent traveler programs to 


avoid travel costs. To maximize the points, the firm uses 


the same two hotel companies for outside meetings; one 
recent firm conference at the Marriott in New York City 
. earned 30,000 points—enough for a 
free room night on a future trip. 

“After a while the loyalty pro- 
grams start to snowball,’ Malott says, 
“and you can travel even to big cities 
affordably.” 

The firm stopped using brick- 
and-mortar travel agencies, except 
for complicated international trips, 
when they began charging fees a 
couple of years ago. Now Malott’s 
assistant makes the reservations for 
all firm travelers online, on Traveloc- 
ity.com, Orbitz.com or Southwest 
.com. She buys nonrefundable tickets 
whenever they’re available. 

“We have eaten a few of those,” 
Malott notes, “but in the long run 
the money lost on nonrefundable 
tickets that never actually get used is 
far less than the higher price we’d 
have had to pay if we bought all re- 
fundable ones.” 

In the seven years since Malott 
first took a serious look at managing travel, the firm has 
chalked up 5 million points and earned 200 coach tickets. 
And best of all, he notes, “the IRS has ruled that points 
are not taxable.” 

For 2005, Malott is considering just one change to the 
travel program. With the cost of gas so high, it might pay 
to allow staff to rent cars rather than use their own for 
the much-traveled Albuquerque-Sante Fe route. “Thirty- 
eight cents per mile is not covering the wear and tear on 
our cars,” he says. 


And think of all the free car-rental points they could 
build up. 
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panies cost less. But any preferred car- 
rental program brings one important 
advantage: free insurance. With car- 
rental companies typically charging $9 
to $14 a day for insurance, and the av- 
erage rental lasting 2.5 days, the sav- 
ings from directing your travelers to a 
single company are compelling. 

Remember that CPAs traveling on 
client business and billing expenses 
back have a fiduciary responsibility to 
travel at the same level as clients. 
Many firms follow client travel poli- 
cles in such cases, sometimes using 
the clients’ travel agencies as well. 
Handling negotiated discounts de- 
mands careful accounting; a spate of 
class-action lawsuits in 2004 objected 
to firms billing customers for the ac- 
tual fares paid and then keeping the 
corporate discounts they got back 
from travel suppliers. Unless you’re 
prepared to argue the issue in court, 
bill what you actually pay, or the lowest available fare when 
you fly on a free ticket. 


travel managers. 


CHECKING IN WITH A HOTEL PROGRAM 

While it’s possible to push staff travelers to use one or two 
major airlines without inconveniencing them too much, 
hotels are a different story. Location really does make a dif- 
ference. Staying in a particular hotel often offers tangible 
and intangible benefits: saving cab fares, minimizing wear 
and tear, and keeping staffers close to the action at confer- 
ences and meetings so they can mingle with important 
contacts or potential new customers. 

Rather than insist that everyone stay at the Sheraton, a best 
practice is to focus on the five or six cities to which your firm 
travels most frequently and negotiate discounts with a hotel 
or two in each. If your travelers or their assistants are using a 
corporate Internet site, set up the system so those properties 


@ Consider a two-tier travel policy, with one set of rules for partners, 
executives and road warriors, and another for those who travel less fre- 


- quently or shorter distances. 


@ When traveling on client business, follow the client’s policies. Be 


careful about billing back only the amount you actually paid or, when 
using free tickets earned through frequent-traveler programs, bill the 
lowest available fare. 
@ With many airlines teetering on the edge of bankruptcy, cash in 
those frequent-flyer points and use them while you can. 

@ If one partner is willing to charge the firm’s travel on a personal card, 
cover the risk with a contract that makes him or her a secured creditor. 





: 
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The AICPA’s Elite Values program 
offers discounts and benefits to 
Institute members with Hertz, 
Starwood Hotels and Visa. For 
information, go to www.cpa2biz. 
com/ Affinity /default.htm. 


Other Resources 


m Expedia.com, Orbitz.com and 
Travelocity.com are the largest 
travel booking sites. All have 
special programs for small and 
midsize businesses. 

-@ Business Travel News, 
www.btnonline.com, offers news for 


appear first and are highlighted, with 
your firm’s negotiated rate made clear. 

Maximize your business to these 
hotel partners by requiring that em- 
ployees register all meetings they are 
planning with the staff travel manager, 
and encourage them to patronize the 
same hotel chains. Managing meetings 
is a politically sensitive area, as many 
meeting planners are accustomed to 
receiving gifts and rewards from the 
hotels to which they bring business. 
| Make it clear that as with every pur- 
_ chasing decision, it’s important to base 
the choice of a meeting location on 
what’s best for the firm, not for the 
individual doing the buying. Central- 
| izing and managing meeting spending 
_ is the biggest opportunity for small 
| businesses in the travel arena. 
. 





OTHER PIECES OF THE PUZZLE 

The most important element of a suc- 
cessful travel program is the use of one corporate charge 
card to which all travel expenses must be billed. This is a 
relatively easy step to enforce: Mandate that charges not 
booked on that card will not be reimbursed. Charge cards 
(such as the American Express or Diner’s Club corporate 
cards, which are not credit cards because they must be paid 
off every month) capture the data that show what your 
travelers actually bought and are the key to rebates, dis- 
counts and enhanced services. (For an innovative approach 
to charge cards, see the case study on page 48.) 

When dealing with the data, pick out the items or objec- 
tives that matter most and track them. Some midsize compa- 
nies have developed a dashboard or scorecard of key travel 
program measurements they track quarterly: percentage of 
compliance to travel policy for air, car and hotel expenses; av- 
erage airline costs per mile through the agency and through 
online booking sites; rate of online vs. travel agency book- 
ings; and average hotel room rates in key 
cities. Those are the fundamentals. Es- 
tablish the conditions for success for each 
key measure and work toward achieving 
them. As the numbers improve, set new 
benchmarks and start all over again. 

Like any good frame, the best pro- 
fessional travel management programs 
set boundaries without getting in the 
way. Their most important goal is al- 
ways to help partners and employees 
get their business done safely and 
quickly. But CPAs can teach their own 
firms and those of their clients that a 
little management attention up front 
can get both the staff and the bottom 
line just where they ought to be. 8 
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endorsed by the AICPA Insurance Trust 


Insurance plans available through the AICPA— 


Life for Individuals | Long Term Disability Income | Group Life for Firms | Group Variable Universal Life | Long Term Care | Medicare Supplement 
Excess Major Medical | Personal Liability Umbrella | Professional Liability | Employment Practices Liability | Automobile Homeowners and Renters 








Coverage issued by The Prudential Insurance Company of America, 751 Broad Street, Newark, NJ 07102. The booklet-certificate contains all details, 
Services, One Whitehall Street, New York, NY, 10004-2109. 1-800-223-7473. Grp Contract Series 31300. 
IFS A100886 Ed. 2/05 
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N o matter what stage of life you're in, the CPA Life Insurance Plan, 
endorsed by the AICPA with coverage issued by The Prudential Insurance 
Company of America, is designed with you in mind. 


You're not too young to need life insurance... 

If you're under 30, $60 a year provides $100,000 of term life insurance— 
coverage you may need to help settle your affairs without burdening those 
you love: your spouse, for instance—or if you’re not married, perhaps a parent 
who co-signed a loan. And because CPA Life isn’t one of those 20-year term 
plans, the coverage you choose is yours in full up to age 75—as long as you 
continue to pay your contributions. But whenever you may need it, getting 
coverage now ensures it will be there for you. And isn’t that kind of peace of 
mind worth $5 a month? 


...or too old 

If you die, could your family lose the assets you’ve worked your whole life to 
build? With CPA Life, the money your beneficiaries receive can help ensure 
what you've built for your family stays in your family. With up to $2 million 

of coverage available, it’s money that can be used to help keep your estate 
intact—so assets don’t have to be liquidated to pay taxes or settle affairs. And 
if you're between the ages of 45 and 79, there’s even more good news: when 
you're approved for coverage, you'll automatically receive Select Status rates— 
25-43% lower than Standard rates. 


Benefits for CPAs, delivered direct 

Because the AICPA offers CPA Life directly to our members, our rates don’t 
have to include agents’ commissions or salaries. In fact, each year, the money 
we don’t use for claims, overhead and other charges is distributed back to the 
Plan’s participants in the form of an annual cash refund. Ask any CPA already in 
the Plan, and you're likely to hear what a popular feature this is. Annual refunds 
depend on factors including the amount of money paid out each year, so they 
cannot be guaranteed, of course, but they have been paid each and every year 
since 1958 and are expected to continue. The net effect of cash refunds is to 
lower your cost of insurance even further. And as long as you’re a member of 
the AICPA, your coverage goes with you—even if you change jobs or retire. 








| No barrage of tests, just a few simple questions 

CPA Life wouldn’t be so popular with our members if we made it hard to 

| obtain. That’s why, unlike some “bargain” plans, we don’t require intrusive 
testing, like urine or blood samples. In fact, based on nothing more than the 
answers to a few simple health questions—on the enclosed form or on the 
web—over 90% of those who apply for CPA Life are approved. 


| The bottom line: value for you, protection for your family 

| CPA Life can provide your family with money to help keep your home and 

| other assets intact, ease their worries during a difficult time and help provide 
the resources they need to carry on. Applying for coverage is quick and easy— 
you can even do it on the web if you like, at www.cpai.com/life. Thousands 
upon thousands of CPAs trust CPA Life to provide the protection they need. 


Providing that protection to your family could be one of the most important 
things you ever do for them. 


including any policy exclusions, limitations and restrictions that may apply. The Plan Agent is Aon Insurance 
AICPA 3445 
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If you are already doing the 
work, why not take the credit 
with CPE Direct’? 


You're already reading the Journal of Accountancy. Why not turn that into a powerful, 
value-added training tool and earn up to twenty-four credits through CPE Direct? 


It's simple. CPE Direct is a self-study subscription program that combines the current, 
informative topics in the Journal with carefully researched and written material in our 
quarterly study guides and a self-administered, self-study exam for CPE credit. 








Put two great publications to work for you! 


e The Journal of Accountancy. CPE Direct topics are highlighted in 
the table of contents with a mortarboard symbol. {& These articles and other 


features deliver vital intelligence necessary for your professional development. Objective: Supplement _ 
Journal of Accountancy articles 


e CPE Direct. You will receive study guides at the end of each quarter — ancl eam CPE credits 


March, June, September and December. They supply valuable supporting Prerequisite: None 
information, checklists and practice tools to provide even more practical guidance. Recommended CPE Credit 
At the end of each chapter, there are review questions to test key ideas. (based on a 100-minute hour): 
6 hours each quarter 
Subscribe today! Recommended CPE Credit 
Call toll free 1.888.777.7077 (based on a 50-minute hour): 
12 hours each quarter 
Please note: The North Carolina State Board of Accountancy and the Mississippi State Board of OAS Credit': 12 


Public Accountancy do not accept CPE Direct credit hours toward their requirements. Other state Level: Basic 
boards may limit the number of CPE Direct credit hours that can be used to meet their requirements. Field of Study: Includes a mix 


of accounting, auditing, taxes and 
professional management subjects. 
Format: Text 

CPD-CNO3 

$169.00 member 

$211.25 nonmember 





‘AICPA is registered with the National Association of State Boards of Accountancy (NASBA), as a Quality = 
Assurance Service sponsor of continuing professional education. State boards of accountancy have final WWW : C Da iZ ' ee () S O oe 
authority on the acceptance of individual courses for CPE credit. Complaints regarding registered UG wkis | ahaa 

sponsors may be addressed to NASBA, 150 Fourth Avenue North, Suite 700, Nashville, TN, 5 ge oe te RE 


37219-2417. NASBA phone number: 615.880.4200 Web site: www.nasba.org : 888.777.7077 
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COMPENSATION AND BENEFITS 


A valuable perk for key employees. 








Bey Pe Asn eS) ek DEES VOE RAE 


| PAs are generally familiar with 
Si the many nonqualified benefits 
available today for business owners and 
key corporate executives. Many com- 
panies offer programs designed to pro- 


vide these individuals with financial security in the event of 
death, disability or retirement. But they just now are begin- 
ning to see long-term medical care insurance as a valuable 
benefit for a broader range of key employees. More and more, 
CPAs are being asked to help companies determine the via- 
bility of establishing insured long-term-care (LTC) plans and 
to analyze available policies. 

Business owners are realizing that company-sponsored 
LTC insurance is an economical way to prefund long-term 
care and protect retirement income from the enormous cost 
of nursing home and related medical expenses. This article 
describes the nuances of LTC policies CPAs will need to 
understand when recommending this insurance to employ- 
ers or clients. 


THE GROWING NEED 
The issue of providing employees with long-term-care cover- 
age comes to the forefront at a time when medical care costs 
are skyrocketing and people require more assistance as they 
live into their 80s and beyond. A 2001 report by the U.S. De- 
partment of Health and Human Services said individuals age 
65 or older have a 40% chance of entering a nursing home 
some time in their lives. And the need for long-term care isn’t 
limited to the elderly; fully 40% of people receiving these ser- 
vices are between the ages of 18 and 64. 

Individuals need long-term care when they no longer can 
perform daily activities including bathing, dressing, eating and 
toileting or suffer from cognitive impairment. Care can be 
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provided in a variety of settings, including nursing homes 
and assisted living facilities, or through in-home patient 
care. Many people assume Medicare will foot the bill for 
long-term-care services. Not so. Medicare was designed to 
cover acute medical care, not chronic care or disabilities 
due to old age. The Insurance Association of America says 
the average annual cost for home care is $20,000. Other 
studies put the annual cost of a nursing home stay at 
$50,000 or more in certain metropolitan areas. Specialized 
care can cost $200,000 or more. 


HIPAA 
The Health Insurance Portability and Accountability Act of 
1996 (HIPAA) defines LTC plans as accident and health in- 
surance. Thus they are not subject to ERISA guidelines 
(IRC section 7702B(a)(2)). This means companies can de- 
cide who is to participate in the plan and limit it to certain 
highly compensated employees and their dependents if they 
so desire. 

Some of the important tax characteristics of an insured 
LTC plan are 

m Premiums paid on policies are fully tax-deductible to 
C corporations for all employees, including stockholders 
(IRC section 162(a); Treasury regulations sections 1.162- 
10(a) and 1.106-1). 

m Pass-through entities and sole proprietorships enjoy 
a full tax deduction for nonowners and 100% or partial 
deductions for owners depending upon their age and the 
premium amount (sections 162(a) and 162(1); regulations 
sections 1.162-10(a) and 1.106-1; IRC sections 213(d)(1) 
(D) and 213(d)(10)). 

m Premiums paid by the company are not taxable in- 
come to the executive (IRC section 106(a)). 

m Benefits are tax-free (up to $240 a day in 2005) (IRC 
section 7702B(d)(4)). 

mw When the policy contains a “refund of premium” fea- 
ture, the insured’s beneficiary can receive all premiums paid 
into the policy as a tax-free benefit at the death of the in- 


sured (IRC section 7702B(b)(2)(c)). This can be especially 
attractive for stockholders/employees as the premiums were 
originally deductible, fully or partially, by the company. 


THE BENEFITS 

In addition to the obvious advantage of paying for long- 
term care with tax-deductible corporate dollars, group 
LTC insurance plans offer other benefits. 

= Guaranteed acceptance. Most plans will insure all active 
employees the employer wants to cover. New employees 
typically are covered as long as they apply within the time 
frame stated in the policy. 

w Payroll deductions. Insured employees can make any 
required premium contributions through regular deduc- 
tions from their payroll or pension checks. 

= Technical assistance. Most insurers help companies ex- 
plain the coverage to their employees with written materi- 
als and on-site seminars. 

The right long-term-care coverage can provide signifi- 
cant benefits for a company’s executives and their spouses. 

Example. International Widget, a C corporation, decid- 
ed to implement an insured LTC plan to cover the owner, 
six highly compensated employees and their spouses. The 
premium for the policies, $87,265 a year, would be fully 
paid after 10 years. This amount is 100% deductible to the 
corporation and not taxable as income to any of the insured 
executives or their spouses. When the insureds ultimately 
die, their beneficiaries will receive the total amount of pre- 
miums paid on their behalf tax-free. 

Shortly after the policy is in place, the owner’s wife suf- 
fers a stroke and begins to receive insurance benefits of 
$280 a day to pay for care she receives at home. The first 
$240 a day is tax-free, while the additional $40 a day is tax- 
able. (Higher limits are likely to apply in 2006 and beyond.) 
When the owner and his wife die, their children will re- 
ceive 100% of the premiums the corporation paid into the 
policy as a tax-free death benefit in addition to any long- 
term-care benefits the couple may have received. 





@ COMPANIES INCREASINGLY OFFER LONG-TERM-CARE insur- 
ance as a benefit to owners and key employees. Company- 
sponsored LTC insurance is an economical way to prefund 
long-term care and protect executive retirement i income from 
the cost of nursing home care. 


@ ACCORDING TO GOVERNMENT STATISTICS, individuals age 
65 or older have a 40% chance of entering a nursing home 
sometime in their life. The annual cost of a nursing home 
stay is $50,000—even higher in certain metropolitan areas. 
Specialized care can be as much as $200,000. 


l@ PREMIUMS A C CORPORATION PAYS ON LTC POLICIES are 
fully deductible. Pass-through entities and sole proprietorships 


enjoy a full deduction for nonowners and up to 100% for own- 
ers depending on their age and the premium amount. Compa- - 
ny-paid premiums are not taxable income to the executive. 


@ CPAs SHOULD PAY CAREFUL ATTENTION TO the fine print 
in an LTC policy. The lowest premium does not necessarily 
mean the lowest cost over the life of the policy if premiums 
increase or coverage is not adequate to meet tong term — 
health care costs. 


lm WHEN EVALUATING LTC COVERAGE « companies should con- 
sider the variety of optional riders available. They cover 
things such as automatic cost-of-living increases and the 
availability of home health care benefits. 


$A 
PAUL S. DEVORE, CLU, CFP, is chief executive officer of Financial Management Services Inc. in Encino, California. His e-mail 


address is pdevore@fims3.com. 
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AICPA Insurance Trust Launches Enhanced LTC Plan 


The AICPA Life Insurance/Disability Plans Committee 
has introduced an enhanced long-term care (LTC) plan 
for members and eligible family members. The plan, 
with coverage issued by the Prudential Insurance Com- 
pany of America and developed under the supervision of 
the AICPA Insurance Trust, offers higher daily benefit 
amounts, expanded eligibility, additional features and 
lower rates for most ages than the prior plan. 

Expanded eligibility. The LTC plan covers AICPA 
members and their families, including spouses, adult chil- 
dren and their spouses, parents, parents-in-law, grandpar- 
ents, grandparents-in law and domestic partners. 

Choice of coverage amounts and benefit periods. A se- 
lection of nursing home care daily benefit amounts (up 
to $300) is available, as well as home care options (60% or 
100% of the daily benefit) and a choice of benefit pay- 
ment periods of 3, 5 or 10 years. 

“‘Locked-in” rates. Base rates are determined by the 
age at enrollment and rates do not increase with age. By 
enrolling at younger ages, CPAs can lock in the lowest 
rates and secure important protection that can help safe- 
guard their financial assets. 


Given the potentially devastating costs of long-term care, 
having such insurance is an extremely valuable perk that 
can act as part of a “golden handcuffs” package to help re- 
tain key employees. Under one company’s plan, should an 
executive leave the company prior to age 65, a vesting 
schedule determines the portion of the premium refund 
that would be paid to the employee’s beneficiary at death. 
The balance would be paid to the company. The vesting 
schedule can be modified as necessary to accommodate sit- 
uations such as death, disability or involuntary termination. 

Long-term-care coverage isn’t limited to large business- 
es. In another example, the sole employee of one 
highly profitable C corporation wants to provide 
LTC coverage for herself and her family. The 
company’s CPA helped devise a plan that provided 
a strong program of benefits using a policy that 
will be fully paid in 10 years. The owner will pay 
$19,822 a year. When she and her husband die, 
their trust will receive the $198,220 of premiums 
tax-free. (As with any insurance product, insurance 
companies make their money on LTC coverage 
through investment earnings.) 


THE FINE PRINT 

Companies typically have a great deal of flexibility 
when deciding on plan objectives, eligibility, types of 
policies to use, optional policy benefits and riders, 
coverage amounts and durations, guarantees and 
payment options. CPAs who are helping companies 
select the right coverage should keep in mind the 
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New Benefits 
The LTC plan now includes some additional features. 

Informal care coverage allows an unpaid person, typically 
a family member or friend, to receive benefits for assist- 
ing with the activities of daily living. 

Caregiver training benefit provides up to $500 for train- 
ing an informal caregiver. 

Private care management services reimburses policy hold- 
ers for up to 12 times the nursing home care daily benefit 
per calendar year. 

Restoration of benefits returns the lifetime maximum 
benefit amount to the original level if an insured resumes 
his or her normal activities for at least six months. 

Contingent nonforfeiture benefit option provides a short- 
ened benefit period if the policy lapses after three years 
due to nonpayment of contributions. 


Get the Details 
More information on LTC offerings is available on the 
AICPA Insurance Trust Web site at www.cpai.com/Ite or 
by calling the plan agent, Aon Insurance Services, at 1- 
800-AICPAIT. 





lowest premium does not necessarily mean the lowest cost. In- 
deed, initial low-cost policies can end up costing more if the 
policy does not adequately cover long-term health care costs 
or allows rates to rise. Here are some other policy features 
CPAs should understand to recommend the best coverage. 
LIC policies are typically “guaranteed renewable.” This 
means that as long as premiums are paid when due, the in- 
surer cannot refuse to keep the policy in force. It can, how- 
ever, increase rates—sometimes after a brief guarantee 
period. The company may be forced to choose between 
paying the higher premium and losing the policy. 
(continued on page 56) 


@ Pay careful attention to policy features such as the wait- 
ing period before benefits are paid and whether home 
health care is covered to make sure the LTC coverage the 
company selects meets the needs of all covered executives. 
_ @ Keep in mind the lowest premium does not necessarily 
mean the lowest cost. Low-cost policies could end up cost- 


ing more if they do not adequately cover long-term health 
care costs or allows premium rates to rise. au 
@ A good optional rider to have with LTC policies is one 
that provides cost-of-living adjustment (COLA) increases to 
keep up with inflation in health care costs. The increase is 
often a set percentage each year, increasing either on a sim- 

ple or compound basis up to a multiple of the base policy. 
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Unlike most LTC policies for the general population, ex- 
ecutive benefit policies are customarily paid up within 10 
years and sometimes even with one single premium. Besides 
the larger tax deduction for the shorter premium period, the 
policy is truly “paid” and the insurer cannot increase premi- 
ums. Thus, an extra measure of price safety exists. 

Most LTC policies specify how many activities of daily 
living the insured must lose before triggering benefit pay- 
ments and classifying the loss as needing “hands on” or 
“standby” assistance. 
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COMPENSATION AND BENEFITS 


Policies are structured as “indemnity” or “reimburse- 
ment” models. In its pure form, the indemnity policy pays 
a specific amount of daily benefit irrespective of costs actu- 
ally incurred, while the reimbursement model pays actual 
qualified costs or a percentage. 

Elimination (waiting) periods are spelled out in the poli- 
cy. These are essentially deductible features where the in- 
surer pays no benefits for a specified period of time after the 
insured begins care. Typical waiting periods are 30 to 90 
days; the executive must pay long-term-care costs out of 
pocket until the benefits kick in. The 
shorter the waiting period, the higher 
the policy premium. 

Optional riders are available with 
LTC policies. A common one pro- 
vides a cost-of-living allowance 
(COLA) designed to keep up with in- 
flation in health care costs. These 
come in a variety of formats, often a 
set percentage each year, increasing on 
a simple or compound basis up to a 
multiple of the base policy. For exam- 
ple, if a policy has a $250 benefit today 
at age 57 and a 5% annual compound 
benefit including riders with no cap, 
the daily benefit would increase to 
$319.07 at age 62, $663.32 at age 77 
or $1,379 at age 92. 

Home health care, which allows 
benefits for care provided in the recip- 
ient’s home instead of in a nursing 
home or other facility, is another im- 
portant policy feature. It might be in- 
cluded as part of the base policy or as a 
separate rider. Some policies pay ben- 
efits to a family member or friend 
who provides care, while others will 
pay only licensed caregivers. 





















LOW-COST FINANCIAL SECURITY 
Offering LTC insurance as a perk to 
owners and high-level executives can 
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be a benefit to the company as well as 
the insureds. It’s a tax-efficient method. 
to attract, retain and reward key peo- 
ple. Because of the financial security 
the coverage provides, executives can 
focus their attention on company 
business. CPAs should expect such 
coverage to become a more common 
benefit in executive compensation 
packages. With the multitude of cov- 
erage variations and distinctions be- 
tween LTC plans, it is critical that 
CPAs understand the fine print when 
evaluating policies for their employers 
and clients. a 
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Executive Roundtable: 





We caught up recently with Jonathan A. Baron, 
President and CEO, Thomson Creative Solutions; Dr. 
Chandra Bhansali, President & Co-Founder of 
Accountants World, LLC; Ray Jimison, Sr. Vice 
President and General Manager Best Software - 
Specialized Business Solutions, and Cary 
Rosenzweig, Vice President of Intuit QuickBooks 
Payroll, to get their perspectives on important tech- 


nology issues, opportunities and challenges facin 
CPAs today. i 


Gentlemen, from a technology or software solutions standpoint, 
what trends are having the greatest impact on CPAs today? 


DR. CHANDRA BHANSALI (Accountants World): "Adoption. Most 
CPAs are still using only a fraction of the power of current technology. 
The Internet is the dominant core technology for accountants today. 
Accountant-centric technology will emerge as the most important 
technology for helping CPAs develop their practices and serve clients 
more effectively." 


JONATHAN A. BARON (Creative Solutions): “Paperless office tech- 
nology, including document management systems, paperless audit 
tools and Web-based client communication and collaboration tools. 
Firms that have transitioned to paperless offices are seeing immediate 
savings in paper, toner and storage space. More important, they're 
accessing information more conveniently, employing off-site staff, 
doing better planning for disasters and better serving clients through 
private portals.” 


RAY JIMISON (Best Software): “Electronic file exchange of data 
between products. This single data entry point saves on redundant 
entry of the same information. Other trends we see include: adoption 
of content management tools, client relationship management soft- 
ware (with pipeline reporting) and mobile worker tools.” 


What common concerns or misconceptions do CPAs have today about 
adopting more sophisticated software or technology solutions? 


Bhansali: “Concerns and misconceptions about security issues have 
certainly contributed to the slow adoption of technology by some CPA 
firms. However, the real reason some CPA firms are slow to adopt tech- 
nology is that accountants remain comfortable with the status quo — ‘if 
it isn't broken, don’t fix it.” 


Baron: “Even today, only a small percentage of accounting firms under- 
stand the positive impact that technology can have on their practices. 
Most firms do not take advantage of integrated software solutions. 
Instead, they rely on disparate tax, accounting and practice manage- 
ment software, and waste time entering the same data multiple times." 


Jimison: “Today accountants and their clients are embracing efficien- 
cies of data integration between multiple products. To achieve this 
integration, customers may be concerned about giving up function- 
ality they perceive they can achieve only by combining best of breed 
products from a variety of vendors. As the software industry consoli- 
dates, this is becoming less of a concern.” 


CARY ROSENZWEIG (Intuit QuickBooks Payroll) “In terms of account- 
ants offering payroll as a service -- | think there are some accountants 
who feel that payroll is a task best left to clients. At the same time, pay- 
roll is one of the most complex processes for small business owners, 
and accountants are often called in to fix mistakes.” 
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Why is technology such an important issue today for CPAs and their 
small to medium size clients? 


Jimison: “Since Sarbanes-Oxley [passed], there is heightened atten- 
tion paid to reporting and accountability across the board -- at private 
companies as well as at public companies. Accounting and business 
management software is essential for helping these small to medium 
size businesses stay on track through thorough reporting and analysis 
capabilities.” 


Baron: “As the MAP survey confirms, finding and retaining qualified 
staff is the top challenge for most firms since they have to do more 
work, and offer more services, without adding staff. Seamless software 
integration and advanced data sharing techniques enable profession- 
als to capture the original source of data and share them electronical- 
ly, rather than entering the same data multiple times into various sys- 
tems.” 


Bhansali: “Technology has greatly influenced the profession for the 
past four decades, not just today. In the Sixties, it was the calculator; in 
the Seventies, it was mainframe service bureaus; in the Eighties, it was 
DOS-based PC's and in the Nineties, it was Windows. Today it’s the 
Internet.” 


Is it essential for CPAs and their small and medium size clients to 
keep critical financial management functions in-house? 


Jimison: “Keeping data in-house with reporting capabilities in the soft- 
ware puts critical information at the business owner's fingertips. 
Reporting required for managing a business and reporting required for 
external sources may be very different in nature zeae timeliness. Daily 
cash reports can be extremely valuable in keeping a tight rein on a 
business's accounts receivable system. Financial reporting is generally 
needed periodically by outside sources and can be furnished by 
accountants. Pavel: however, may be an area in which the small busi- 
ness wants to consider outsourcing.” 


Bhansali: “Actually, it may not be critical for small and medium size 
clients to keep key financial functions in house. For example, by 
using accountant-centric solutions, small and medium size busi- 
nesses can co-source their critical accounting management func- 
tions with their CPAs to eliminate duplication of work, increase 
productivity and provide both clients and CPAs with real-time 
access to critical financial data.” 


Rosenzweig: “Few things generate as much ill-will as a missed or 
delayed paycheck. As a result, it is important for small businesses 
to maintain control over their valuable payroll data. Software solu- 
tions help with managing payroll independently, without putting 
the data at risk by sending it outside the organization. We have 
solutions to work with customers in both the in-house and out-of- 
house environment.” (continued on pg 5) 
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(continued from pg 3) 


are CPAs optimally positioned today 
to help their small and medium size clients 
with key financial and business management 
functions? 


Jimison : “CPAs understand business process- 
es and that makes them ideal candidates to 
provide clients with advice that spans both the 
front and back office. CPAs are among the few 
professionals who possess the broad knowl- 
edge needed to work with department man- 
oo and give them views outside their daily 
silos of activity. Ultimately, everything a busi- 
ness does touches the accounting system — and 
if it doesn't, it should. ” 


Bhansali: “CPAs have always been well posi- 
tioned to help small and medium size business- 
es. Unfortunately, many CPA firms are content 
to provide their clients with nothing more than 
core tax and accounting serv- 
ices. Now that their bread 
and butter services are 


becoming commoditized, Online and Accountant- 
however, they are more inter- CPAs slow to adopt Centric Payroll Relief AC. Accountants Network. 
ested than they used to be in haclow! Each makes it easier for 
offering additional services to technology: accountants to develop 
clients. The Internet and | They're comfortable their practices.” 

advanced solutions make it in 

possible to offer payroll and with the Looking ahead three to 
other service they couldn't Status quo — five years, what new servic- 
offer before. (Gite scrs Hrok en, oP oe a oe you'll be 
Rosenzweig: “Agreed. don’t fix it.” 

Payroll is a major business Baron: “At Creative 


opportunity for CPAs, since 

they have strong built-in relationships with 
clients. New software solutions make it easier 
than ever to offer payroll as a value-add service. 
Accountants can offer smaller clients more per- 
sonalized service and they bring credibility and 
expertise to the table.” 


What makes your company’s approach to 
serving tax, accounting and financial man- 
agement professionals unique? 


Baron: "Thomson Creative Solutions offers the 
broadest line of integrated software available 
to the accounting profession — tax, accounting, 
practice management, fixed assets, payroll, 
trial balance, engagement, document manage- 
ment, Web building and hosting, even private 
client portals. All the Thomson businesses that 
serve accountants (CSI, RIA and PPC) strive to 
make professionals more productive without 
increasing staff. All of the applications and 
technology infrastructure have been designed 
from the ground up to share data and work 
together. ” 


Rosenzweig: “Intuit is the only vendor that 
offers a full range of payroll solutions — from in- 
house software to a partially assisted service to 
a full service solution with benefits and HR 
management tools. Unlike the competition, 
we allow our clients and their accountants to 
be as involved in, or as removed from, the pay- 
roll process as they prefer.” 


Why are some 





Jimison: “Best Software offers a wide range of 
end-to-end solutions that support our cus- 
tomers’ business processes, including account- 
ing, integrated HR, CRM, manufacturing, ware- 
housing and other functions. Our offerings give 
customers technology choices that other ven- 
dors don’t. For example, our accounting solu- 
tions support Windows as well as Linux. Our 
CRM solutions allow customers to choose both 
traditional on-site installation or hosted CRM.” 


Bhansali: “Only AccountantsWorld is solely in 
the business of helping accountants advance 
their practices and become more successful. 
Two key goals drive our technological 
approach to CPA practice development— 
‘Accountant Centric.’ This paradigm refers to 
the innovative use of technology designed for 
and exclusively available to accountants. 
Examples include the AccountantsWorld.com 

portal, plus an online direc- 
tory of accounting firms, 
Accountant's Practice 


Solutions, we'll continue 
developing new practice management pro- 
grams - like the one we're launching this spring 
-- that use “dashboards.” These will enable 
staff accountants to see instantly all the activity 
affecting a particular client, while the partner 
= be able to see all the activity affecting their 
irm.” 


Jimison: “At Best Software, our focus is on two 
important trends that affect our clients: 
mobile/remote access to applications and end- 
to-end integration of the software products 
that support their businesses. In January we 
announced a partnership between our Best 
Software Accountants Network (BSAN) pro- 
gram and Nextel, offering our BAN members 
access to Nexlel’s array of products. This 
enables members to stay connected while on 
the move, helping them provide faster, more 
timely service to their clients. Also you will con- 
tinue to see enhanced integration between 
Peachtree and CPAClient Write-Up.” 


Bhansali: “You'll see a revolution in client pay- 
roll services and processing, unprecedented 
collaborative client accounting and document 
management that is unmatched in ease of use 
and cost effectiveness. Also you'll see firms 
migrating their entire practices to the Internet 
so they can serve clients better. It’s all about 
getting the CPA back in the driver's seat to 
regain business that may have been lost to 
competing forces in the past.” 


Get everything you 
need to keep your 


growing small business 


clients happy with 
Best Software 


Pomenhewig= 60% off 
= Peachtree Premium” 


Po Accounting 2005 


Accountants’ Edition 


8; 
eat ium, MAS 90, Peachtree, Abra, — 
Ti, FAS and MIP ate registered trademarks or trademarks 


ie es 
f Best Software, Inc. or its affiliated entities, 


larch, 2005 JOURNAL of ACCOUNTANCY = AICPA Custom Publishing 800-634-6780 














Special Advertising Supplement 


Hi-Tech Tops Must-Have Wish Lists 


CPAs just can't seem to live without their PDAs, smart phones, laptops and 
other electronic tools of the trade. 


by Rick Telberg 


Newfangled tech devices to ease mobility and ensure constant contact 
seem to be all the rage for today’s CPA. To many, the gadgets are true 
work-savers; to some, they are life- 
savers. To others, like it or not, they 
are essential for staying competitive. 


PDAs, smart phones, ultra-portable _ Public Accounting 


PCs and wireless access top the lists 4 ppa 46.2% 
of many professionals this year. But 2. WiFi Everywhere 38.5% 
which hot, new gadget can younot 3. Ultralight laptop 37.0% 
live without? Let's check in with a 4 Smart phone 36.9% 
few trend-setting members of the 5 Gps device 23.1% 
profession: 6. iPod 20.1% 


Susan Bradley, Tamiyasu, Smith, 
Horn and Braun CPAs: “My Acer 
Tablet PC... | love it. Lightweight and portable and just the right size for 
what | need.” 


Michael W. Harnish, Plante Moran: “Absolutely my Apple Airport 
Express (works with Windows and Mac). Creates a 10 user wireless net- 
work (B and G bands) from a single Ethernet connection as well as 
allows wireless sharing of a USB printer. 


Michelle Class, Barnes, Dennig & Co. CPAs: " My wireless network at 
home. Since my husband and | both work from home a few days per 
week, it's wonderful that he can take his laptop and work from the din- 
ing room, while | have the desktop computer in the office. 


Greg Lockhart, Lockhart Industries: “When | travel, | love the new 
(coat-pocket-sized) GPS systems that can give turn-by-turn driving 
instructions (as well as where the nearest hotels and restaurants are).” 


Randy Johnston, K2 Enterprises: “Treo 600 and the portable Apple 
Airport. | can't imagine being a mobile worker in technology and not 
owning these tools.” 


Percent of CPAs With Popular Tech Tools on Their Wish Lists 
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Anne Stanton, accounting technology consultant: "| recently invest- 
ed in the Corex Cardscan v700 and | use it all the time. Now I can elec- 
tronically save the image of any 
business card and easily transfer 
data into my contact database and 


Business&Industry Outlook. 

1. PDA 39.5% 

2. Ultralight laptop 32.6% Allan Boress, marketing consultant 
3. WiFi Everywhere 30.2% and author: “I would stop anyone 
AeA 27.9% Who dared touch my new HP IPAQ 
® GPS device 25.6% 6145, which combines a PC and the 
6. Smart phone 23.3% accompanying Microsoft programs 


with wireless e-mail and Web site 
access - all attached to my belt!” 


Chaim Yudkowsky, chief financial officer and business consultant: 
“My Dell Axim and Blackberry phone. | still like Pocket PC for many 
things!” 


Eva Rosenberg, author of the upcoming “Small Business Taxes 
Made Easy:” My all-in-one printer - an HP 9100 color copier, printer, 
scanner, fax. 


Ron Seigneur, Seigneur Gustafson Knight CPAs: “| just moved to a 
Treo 600 to replace my old cell phone and my Palm Pilot. Not quite a 
“Crackberry,” but | just cannot stand those who have to check e-mail 
every five minutes. 


Sandi Smith, CPA Web adviser: “| love my new version of Camtasia 
Studio (by TechSmith). This software package allows me to produce 
customized multimedia video on the fly. | use it for training mostly, but 
later plan to use it for presentations and Web video. 


Geni Whitehouse, Best Software: “| have two gadgets | use almost 
daily - my USB hard drive pen (I have been using these as giveaways 
at trade shows) and my digital camera.)” 


Of course, technology isn't everything. As market- 
ing guru Bruce Marcus reminded me, “The hottest 
gadget | couldn't live without is my brain, which 
sometimes works.” 


CPA tech tastes differ by segment of 
the profession 


Personal digital assistants, according to recent 
reader polls conducted by CPA Insider™ and 
AICPA Custom Publishing, are tops on the must- 
have lists of CPAs both in industry and public prac- 
tice. After PDAs, however, tech tastes can differ 
between CPAs in industry and those in public prac- 

B 


iPod tice (see Table above and left). 


(EEE «Public Accounting [GE __| Business & Industry 


Source: AICPA Custom Publishing and CPA Insider™ 2004 
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Information Security Tops 
CPA Tech Issues in 2005 





Paperless office advances to No. 2 on the list. Spam slips to No. 4 while storage 
and authentication technologies debut in Top-10. 


from the AICPA 





For the third consecutive year, information security appears to be the 


number one technology concern for CPAs, according to the results of 


the 2005 Top Technologies survey of the American Institute of Certified 
Public Accountants. 


The survey, conducted annually since 1990, seeks to determine the 10 
most important technology issues for CPAs. There were more than 300 
participants in the 2005 survey, a 30 percent increase over the previous 
year. 


Spam Technology — an issue closely associated with information secu- 
rity — is not nearly as worrisome to CPAs as it was a year ago. It made 
its debut on the 2004 list at number two. On the new list it falls to num- 
ber four. 


“Because our work and personal lives are now inextricably linked to 
information systems, security will always be top of mind,” said Roman 
Kepezyk, CPA/CITP, Chair of the AICPA’s Information Technology 
Executive Committee. “We've seen major improvements to filtering 


ADVERTISEMENT 


Integration and the Internet: 





systems, which have allowed us to bring spam under greater control.” 


A different issue closely allied with information security - electronic 
data management, or the paperless office - moved up to second 
place. It was number three last year. Authentication technologies and 
storage technologies appeared for the first time on the list and learn- 
ing and training competency, reappeared at number 10 after a three- 
year absence. 


The following are the 2005 Top 10 Technologies (new 
issues are indicated): 


1. Information Security: The hardware, software, processes and pro- 
cedures in place to protect an organization's information systems from 
internal and external threats. 

2. Electronic Document Management (paperless or less-paper 
office): The process of capturing, indexing, storing, retrieving, search- 
ing and managing documents electronically. Formats include PDF, dig- 
ital and image store database technologies. (continued on pg 8) 





An Unbeatable Combination for Firm Success 


Sponsored by Thomson Creative Solutions 





“Ive always believed strongly in integration,’ says Dave Ligotti of Ann Arbor, 

- Michigan, a CPA for 22 years. “I've never understood why some accountants try to 
cobble together software from different companies. My belief in integration is 
mainly what drew me to Creative Solutions in the first place.” 


After working for a large public accounting firm for six years and then serving as 
the CFO for a restaurant management company for nine years, Ligotti began to get 
testless. Eight years ago, Ligotti started Oakwood Business Services to handle what 
he calls “client accounting services.” His first client was his former employer, which 
outsourced its accounting, administrative, and IS work to him. Since then, he has 
added many additional clients, many of them restaurants. He has built his business 
around outsourcing accounting services for small businesses. “These are wonder- 
ful services for an accounting practice to provide. They’re non-seasonal, and they're 
profitable. And, they can be leveraged to provide a full range of professional serv- 
ices, all in one shop.” 


Positioned for growth as a one-stop shop 


“We've grown significantly over the last eight years, mainly because we've posi- 
tioned ourselves as a one-stop shop. The technology, including integration and the 
Internet, enable us to deliver,” says Ligotti. “These technologies have provided us 
with an incredible advantage. We are able to compete with large firms with more 
capital, and even service bureaus, because we can do what they can’t do for their 
clients—simplify their life. We can do payroll, invoices, or even provide clients the 
software to do it themselves—and roll it into the general ledger. And then we can 
efficiently perform professional services such as tax returns and financial state- 
ments.” 


“Integration and the ability to serve our clients individually using private portals via 
the Internet are the keys to our success. We integrate the various parts of the 
accounting function at one hub, our firm. And the client has to make only one 
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phone call a week instead of three or four,” Ligotti explains. “Because we're deal- 
ing over the Internet, data are entered just once by the client. Once we have client 
data, it’s shared among our various payroll, accounting, and tax programs auto- 
matically. We never have to re-enter data to perform the variety of services we 
offer. Plus, the Internet has allowed us to cut our processing time significantly and 
has enabled us to deliver our services more efficiently than ever.” 


Transcending geography 


“The Internet has made it possible for accountants to be independent of where their 
clients are. We currently do accounting work for clients in Michigan, Ohio, Missouri, 
Illinois, West Virginia, Louisiana, and Florida. Some of my business comes from fran- 
chises, and those calls can come from anywhere,” says Ligotti. “If the call comes 
from New Mexico, I’m not worried. We both have Internet access, and Creative 
Solutions’ NetClient® sits between us. We can exchange financial statements, tax 
returns, information to complete the payroll, and completed payroll checks in a 
secure environment—whenever it is convenient. In some cases, we host the client 
accounting software over NetClient. It may seem odd to some people, but I have 
never actually met some of my best clients—and yet I am completely confident that 
| am providing them top notch service.” 


Seizing a great opportunity 


“What I do, in my mind, is pretty simple,” Ligotti reflects. “I happen to know 
how to run an accounting function because I was a CFO for about nine years. 
Technology makes it possible to integrate accounting, payroll and all these 
other functions, but other companies that do this kind of work can’t provide 
the integration, the personalized service and the one-stop shopping that I 
can.” Ligotti sees this as a great opportunity. “Technology such as integration 
and NetClient have leveled the playing field and made it possible for firms like 
mine to compete with much larger firms. 
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(Continued from pg) 3. Data Integration: The ability to update one 
field and have it automatically synchronize between multiple databas- 
es, such as the automatic/seamless transfer of client information 
between all systems. Data integration also involves the application- 
neutral exchange of information. For example, XBRL (eXtensible busi- 
ness reporting language) enables the seamless exchange and aggre- 
gation of financial data between companies and individuals, regardless 
of which applications they use to read, present and analyze data. 

4. Spam Technology: The use of technology to reduce or eliminate 
unwanted e-mail commonly known as spam. 

5. Disaster Recovery: The development, monitoring and updating of 
the process by which organizations plan for continuity of their business 
in the event of a loss of business information resources through theft, 
virus/malware infestation, weather damage, accidents or other mali- 
cious destruction. 

6. Collaboration and Messaging Applications: Applications that allow 
users to communicate electronically, including e-mail, voicemail, uni- 
versal messaging, instant messaging, e-mailed voice messages and 
digital faxing. 

7. Wireless Technologies: The transfer of voice or data from one 
machine to another via the airwaves and without physical connectivity. 
Examples include cellular, satellite, infrared, Bluetooth, WiFi, 3G, 2-way 
paging, CDMA, Wireless/WiMax and others. 

8. Authentication Technologies (new): The hardware, software, 
processes and procedures to protect a person's privacy and identity 
from internal and external threats, including digital identity, privacy and 
biometric authentication. 

9. Storage Technologies (new): Storage area networks (SAN) include 
mass storage, CD-recordable, DVD, data compression, near field 
recording, electronic document storage and network attached storage 
(NAS), as well as small personal storage devices such as USB drives. 
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Accountant-Centric Solutions 


Special Advertising Supplement 


10. Learning and Training Competency (end users): This includes 
competency measuring, learning plans to increase the knowledge of 
individuals, and hiring and retaining qualified personnel with career 
opportunities that retain the stars. x 


From the AICPA Top Technologies Task Force Watch List 


Five emerging technologies that are likely to be commercially accepted in 
the next 24-36 months. 


1. RFID (Radio Frequency Identification): Silicon chips and an antenna that transmit 
data to a wireless receiver could one day be used to track everything from soda cans 
to cereal boxes. Unlike bar codes that need to be scanned manually and read indi- 
vidually, RFID tags do not require line-of-sight for reading. 


2. Search: Companies such as Google, Apple Computer and Microsoft are putting 
research and development resources into new ways of pinpointing digital files that 
do not require wading through directories of folders. 


3. Fuel Cells: Methanol-powered fuel cells represent an exciting alternative to aging 
battery technology that will help users complete the “everything wireless” puzzle. 


4. Digital Home: The “non-desktop PC” technology -- 802.11 cameras monitor the 
office after hours or home during the day (security system), while a 42” plasma screen 
resides in the office conference room, as well as in the living room. 


5. Display Technology: The continued evolution of various display technologies that 
provide higher resolution and of smaller devices with lower power needs. For exam- 
ple: Look for more single display devices to replace the need for separate television 
receivers and computer monitors. : 


For further information, please visit 
http://www.aicpa.org/infotech/technologies/toptechs,htm 





Finally Put CPAs Back In the Driver’s Seat 





Sponsored by Accountants World 


Whether CPAs choose to accept it or not, they have lost control of their client 
engagements. ; 


Payroll service bureaus have taken away the payroll business. Off-the-shelf tax soft- 
ware has chipped away at tax prep revenues. In addition, CPAs have surrendered 
control of the client accounting process to developers of general ledger (G/L) pro- 
grams that ignore the crucial role of CPAs. 


While barely any functionality is built into G/L programs to help CPAs with the func- 
tions they perform—write-up, trial balance, advanced financial analysis and report- 
ing — small business users on the other hand have full access to all the features of 
the accounting software that was designed for them. The existing accounting sys- 
tems have proven hazardous to the CPA’s financial health and client relationships. 


Clients now have the perception they are performing most of the work previously 
done by CPAs, resulting in fee resistance and erosion. Unsuspectingly, with little or 
no accounting knowledge, most clients end up making serious blunders. More often 
than not, CPAs have to spend more time correcting client errors, working around 
the limitations of client G/L systems, importing data from many different incompat- 
ible systems and even re-keying trial balance data, than they spend performing their 
professional work. It is a “lose-lose” situation for both clients and CPAs. 


A new breed of Accountant-Centric solutions puts an end to the CPA’s dilem- 
ma by harnessing the Internet to: 


1. Re-establish the CPA’s control over client engagements 
2. Create significant new revenue opportunities for the CPA. 
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Hallmarks of Accountant-Centric solutions _ 


* Accountant-Centric solutions are offered only to accountants, who in turn 
decide how to use and offer them to clients to best meet the needs of individ- 
ual clients. 


Hosted on secure Web-servers, Accountant-Centric solutions enable CPAs and 
their clients to work together collaboratively. Both share the same data and use 
the same “core” application. However, CPAs have the ability to configure 
Accountant-Centric applications selectively for each client as needed. 


Accountant-Centric applications empower CPAs with supervision and monitor- 
ing capabilities and give them full control of the workflow process, including the 
functions performed by clients. This enables CPAs to minimize client errors. 


Accountant-Centric applications are changing the way accountants perform client 
engagements forever, creating an unprecedented productivity boost for both 
clients and accountants. 


For example, by tailoring Accountant-Centric applications to match the resources 
and technical sophistication of each client to achieve optimal performance, the CPA 
is able to assign more routine work to clients working under CPA supervision. This 
empowers the CPA to perform only those activities that are more valuable to the 
client and more profitable to the accountant. This “Accountant-Centric” world saves 
client’s time and money, while helping CPAs boost the bottom line. 


Accountant-Centric solutions will help CPAs regain the business they have lost to 
competing forces, such as payroll services bureaus. Accountant-Centric solutions 
put CPAs back in the driver’s seat. Today, CPA firms can profit from the break- 
through innovations of Accountant-Centric solutions that will have a profoundly 
positive impact on their practices for years to come. 


By Dr. Chandra Bhansali, Co-Founder and President, AccountantsWorld, LLC. 








I's new. It’s from 
QuickBooks. And it’s 
our first payroll service 
created for accounting 
professionals. 


Before designing QuickBooks Enhanced 
Payroll Plus for Accountants, we asked 
accounting pros what they wanted in a 
payroll processing solution. 


The result is a payroll processing solution 
that will dramatically reduce the time it 
takes to process your clients’ payroll. 


The single most requested 
feature — a real time-saver. 


QuickBooks Enhanced Payroll Plus for 
Accountants automatically calculates 
and fills in both State forms for 45 states* 
and Federal (940, 940EZ, 941/Schedule B, 
W2, W3, LO99MISC and 1096) forms with 
all the correct information for withholding 
tax and unemployment insurance. 


Because all your data already resides in 
QuickBooks, there’s nothing to fill out. 
No re-entry. You just review, print and 
sign. It was our most requested feature. 


But, that’s just the beginning. 
QuickBooks Enhanced Payroll Plus 
for Accountants is packed with time- 
saving features. Here are just a few: 


Integrated Direct Deposit lets you offer 
up to 50 of your clients the convenience 
of Direct Deposit — all with a single 
payroll subscription? 










_ Ki Ww 





The 
Complete Guide | » 
to QuickBooks | § 
Payroll Services 


© Cd for yard sped for yoy chee 
© ene tema anc egrove prosuctixtty 


ee ee cen ath Pt 


St a hot a be ew 





Workers Compensation classification code 
tracking, reporting and calculations make 
it a lot easier to keep an eye on your clients’ 
workers compensation costs. 


Instant Net-to-Gross paycheck calculation 


QuickBooks Enhanced Payroll Plus for Accountants 









# It helps me save 
time while effectively 
offering payrolasa . @& 
value-added service | 7 

to my clients. [m 

abie to compete with larger firms and offer 
Services like workers compensation tracking 


~_ and direct deposit. For my clients that prefer a 


hands-on approach, | recommend QuickBooks 


eliminates the tedious trial and error of 
calculating gross check amounts for bonus 
and commission checks. 


Enhanced Payroll Plus.?* 
— Earle McEwen, CPA from Boise, Idaho 


Good for you. 
Good for your clients, too. 


Rapid Time Entry lets you enter hours for 
all employees on a single screen. It greatly 


reduces the time it takes to input data We also designed a “client” version of 


QuickBooks Enhanced Payroll Plus. It offers 
many of the features of our Accountant 
version. Plus, your clients will be able to 
print their payroll checks anytime day or 
night and run a variety of payroll reports. 


Standard and customizable payroll reports 
let you quickly show your clients how payroll 
affects their bottom line. 


When you subscribe to Enhanced Payroll 
Plus for Accountants, you'll also receive 
ongoing upgrades to the latest QuickBooks 
Pro or Premier software the moment they’re 
released. So you can take advantage of 
any new QuickBooks features right away. 


It’s also ideal if you work off of your clients’ 
company files to process, review or make 
adjustments to their payroll and handle 
their quarterly tax filings. 


Intrigued? Get more information now by calling 

Or go to to download a FREE white 

paper packed with detailed payroll information... 
Meer cy 


a 


PLUS view an in-depth demo of QuickBooks 
Enhanced Payroll Plus for Accountants! 





# 





‘ Available for most states. See www.quickbooks.com/taxforms for supported states. ? Additional fees apply. Enhanced Payroll Plus requires subscription, EIN and Internet access for certain features, including tax table updates. Terms, conditions, 
features, support, pricing and service options subject to change without notice. ©2005 Intuit Inc. All rights reserved. Intuit, the Intuit logo and QuickBooks are registered trademarks and/or registered service marks of Intuit Inc. in the United States 
and other countries. All other marks are the property of their respective owners, should be treated as such, and may be registered in various jurisdictions. 
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Choose the Right Tools for 
Internal Control Reporting 


Internal control software for changing business conditions. 
Excerpted with permission from the Journal of Accountancy, February 2004 


by Bruce I. Winters 





As companies struggle to comply with section 404 of the Sarbanes- 
Oxley Act - the section that significantly tightened internal control and 
financial reporting requirements -- CPAs can play a valuable role in 
helping many companies choose software tools to support compliance 
and enhance communication with investors, employees and regulators. 


Ask (and Understand) Before Buying 


CPAs can save clients or employers time and money by incorporating 
these criteria into the evaluation process. 


¢ The software tool's most important functions, not 
its minor features. 

¢ The vendor's viability as a going concern. 

The vendor's support plans and the software's 

position in its product line. 

The product’s ongoing compatibility with 

the company’s operating systems and its 

scalability. 

Whether the tool has a Web-based interface that 

employees can access without installing software 

on their individual PCs. 

Whether customization of the product is available 

or required. 

The availability of suitable vendor-supplied implementation services. 

The level of training the vendor provides. 

The extent of integration with other tools—for example, how propri- 

etary is the database, and can users easily link it to other programs? 

© Price. 

Maintenance, support and upgrade costs (direct and indirect—for 

example, hardware and staff). 

Availability of information on any infrastructure and operating sys- 

tem changes or updates that could become necessary. 


Available Tools 


Except for generic tools—discussed below—many of these products 
provide a framework for adding modules in the future. The best of 
them establish and maintain a relationship between the overall busi- 
ness and its core systems and provide an internal control architecture 
that changes to meet the organization's evolving compliance needs. 


Four Categories of Tools 


1. Generic Software Tools enable users to document internal con- 
trols, reduce potential risks and provide some level of comfort that 





er 


compliance initiatives are in place. Many companies already have such 
compliance software built into their general accounting systems. But, 
since such software is not dynamic—that is, it can’t easily adjust to a 
company’s changing business requirements—it provides only the most 
basic level of assurance and applies only to a given point in time. 


2. Document Management and Workflow Tools monitor workflows 
and processes—applying a business unit's self-defined rules—to make 
them more event-driven and thus easier to manage. These tools allow 
users to perform detailed indexing and searching of 
multiple document types, including e-mail, flowcharts 
and narratives, to organize and retrieve text, images 
and numeric data. They also enable companies to col- 
lect and integrate data from their various accounting 
systems and to create links between separate busi- 
ness units’ discrete business processes. 


3. Data Mining, File Retrieval, Pattern Recognition 
and Business Intelligence Tools can gather data 
from separate systems and organize and analyze 
them. This enables companies to detect patterns in 
financial statement data and thus improve the effec- 
tiveness of internal controls and the accuracy of 
financial information. Tools that perform these functions typically ana- 
lyze, manipulate, sample and extract data. They also compare actual 
trends and patterns in financial statement accounts with expected 
norms to help identify irregularities that could indicate fraud or errors. 


4. Business Performance Management and Real-Time Cornpliance 
Tools provide management with real-time, enterprise-wide data and 
provide a single repository for all company information. BPM tools add 
continuous auditing capability to real-time enterprise systems in the 
form of customized computer screens—called dashboards—that pres- 
ent key performance indicators that managers use to decide when and 
how to react to changing business conditions. Real-time compliance 
tools store all information in one “data warehouse,” provide consistent 
and efficient processing, optimize timeliness and accuracy, include 
rapid warning and response systems and make it easier to monitor and 
manage risks. 


The CPA should help the company evaluate its environment to deter- 
mine the maturity level of its internal controls and always consider mul- 
tiple vendors. 


BRUCE |. WINTERS, CPA, is a certified information systems auditor 
focusing on Sarbanes-Oxley engagements in PricewaterhouseCoopers’ 
systems and process assurance practice. 
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Google is looking to hire the smartest 
CPAs in the business. If you graduated 
at the top of your class, have a gold- 
plated resume, and savor a challenge 
— but wish you worked in a more 
creative environment — Google might 
be the place for you. 

We offer a workplace that encourages 
the use of both sides of your brain, 
a benefits package that’s the talk 
of the high tech industry, and ample 
opportunities for personal growth. 


You can read them like a novel. 


We're looking for top-notch CPAs 
with solid experience in a number of 
areas, including auditing, assessing 
internal controls, improving processes, 
using ERP systems, researching 
accounting issues, writing policies 
and preparing financial statements. 
Public. accounting experience is a 
definite plus. 

Interested? Please send a Word, 
text (ACSI!) or HTML version of your 
resume, together with contact infor- 


© Copyright 2005, Google is a trademark of Google Inc. All rights reserved. 


mation for people who'll say the 
things you’re too modest to say about 
yourself, to financejobs@google.com 
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BY THE ACCOUNTING COMMUNITY 


THE ONLY BUSINEES OF ACCOUNTANTSWORLD MEGA CO RPORATIONS USE ACCOUNT! ANTS 
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Partner with AccountantsWorld and Prosper. 


AccountantsWorld is solely committed to accounting professionals. 


Partner with AccountantsWorld and 


see for yourself how you can profit from its Accountant-Centric 


services and take your practice to a higher level than you ever thought possible. 


ACCOUNTANTS)/o7/d" 
Member Community 


Accountant's? actice 
Online’ 


Accountingfelief 


Online® 


“| chose Payroll Relief AC because | wanted to stop referring my 
clients to service bureaus that were looking to take a piece of my 
business away. Now | can offer an easy payroll solution that 
reinforces my relationship with my clients as a full service business 
advisor and creates a very profitable revenue stream.” 


~ Roger Fisher, CPA, CVA, PC 


FREE Lifetime Membership in the AccountantsWorld Community 

Join the 80,000 member strong AccountantsWorld community and gain 
access to the vast array of free tools, resources and services that you will find 
indispensable for your practice. 


Accountant's Practice Online™ This integrated suite of services—a 
professional website, marketing, document management and sharing, practice 
management system and more—help you advance your practice faster and 
easier than ever before using the unprecedented power of the Internet. 


Payroll Relief AC’ Offering payroll services to your clients is now as easy as 
referring them to a service bureau. Payroll Relief AC helps you maintain 
control of your client relationships while generating additional. revenue 
effortlessly. 


Accounting Relief Online’ Stop working around the limitations of client- 
centric accounting systems and spending your valuable time correcting client 
mistakes. Accountant-Centric Accounting Relief Online puts you back in 


control of your client accounting and greatly boosts productivity for you and 
your clients. 


“lam surprised by the ease of use of Accountant's 
Practice Online. | love the fact that | can control my 
own content. With a little imagination, anyone can 
use this product to create a very effective practice 
development tool.” 


- David McQuay, Jr, CPA, 


Greensboro, NC Tampa, PL 


To learn how you can prosper by partnering with AccountantsWorld, visit AccountantsWorld.com and ae 
AccountantsOffice.com or call one of our Practice Development Consultants at 888.999.1366. 


www.AccountantsOffice.com ° www.AccountantsWorld.com 
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Fulfilling the requirements of section 404. 


TRUST SERVICES: 
A Better Way to 
Evaluate I.T. Controls 
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t would be an understatement to say the Sarbanes-Oxley Act of 2002 has 
had a significant impact on every CPA working for or auditing a public 
company. Among other things, Sarbanes-Oxley requires management to in- 
clude an internal control assessment using a aes ee in ee COMP a 


ny’s annual report. But how exactly are companies 
performing the required assessment? 

This has been a hot topic for professional associa- 
tions such as the AICPA, the Institute of Management 
Accountants and the Institute 
of Internal Auditors. In re- 
sponse the AICPA created an .| 
ad-hoc task force to address 
management’s responsibility 
under section 404 of Sar- | of section 40 
banes-Oxley. The task force | Sarbanes-Oxley A 
assembled a list of key issues, }| 2002 will cost pub 
including the act’s require- DU paics an aiiaa 

. ion. e than first anticipate 
ment to use suitable criteria Soe cles a) 
for an effective internal con- in internal costs, 
trol system. ump in external 

This article explains how I a 40% increase 
use the AICPA/CICA Trust 
Services framework in my 
work as an information sys- 
tems auditor to evaluate in- 
ternal controls, particularly 
controls over information 
technology. CFOs, internal audit executives and fi- 
nancial managers as well as external auditors will see 
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SARBANES-OXLEY 


how the framework can supplement some com- 
monly used measures that do a good job of as- 
sessing overall controls but don’t focus on 
technology controls. 


INTERNAL CONTROL ASSESSMENT 

Section 404 requires public companies to 1n- 
clude in their annual reports an assessment by 
management of their internal controls over fi- 
nancial reporting. This includes a statement of 
management’s responsibility for establishing 
and maintaining adequate internal control, an 
assessment of the effectiveness of those con- 
trols as of the end of the most recent fiscal year, a state- 
ment identifying the framework that was used to evaluate 
those controls and a statement that the external auditor is- 
sued an attestation report on management’s internal con- 
trol assessment. 

The final SEC rules say management must base its inter- 
nal control evaluation on a suitable, recognized control 
framework established by a body or group that followed 
due-process procedures. The rules do not mandate the use 
of a particular framework but say a suitable one must 

m Be free of bias. 

mw Permit reasonably consistent qualitative and quantita- 
tive measurements. 

w Include all relevant factors that might alter a conclu- 
sion about the effectiveness of the internal controls. 

@ Be relevant to an evaluation of internal control over fi- 
nancial reporting. 

As a practicing information systems auditor charged 
with preparing the IT control aspects of the required inter- 
nal control assessment, my search for an appropriate model 
uncovered three suitable ones: 

COSO (www.coso.org). The framework issued by the 
Committee of Sponsoring Organizations of the Treadway 
Commission (COSO) satisfies the SEC criteria. Companies 
may use it to meet management’s annual internal control 


@ SARBANES-OXLEY REQUIRES MANAGEMENT to include an 
assessment of internal controls over financial reporting, us- 
ing a suitable framework, in the annual report. While a num- 
ber of frameworks are available, some do not adequately 
assess technology controls. 


li SEC RULES SAY MANAGEMENT MUST BASE its evaluation 
of the effectiveness of internal controls over financial report- 
ing on a recognized control framework issued by a group 
that followed due-process procedures. The framework must 
be free from bias, complete and relevant to the task at 
hand, and must permit consistent quantitative and qualita- 
tive measurements. 
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MARTIN J. COE, CPA, CISA, CISM, is an assistant professor of accountancy at Western Illinois University, Moline, and a prac- 
ticing information technology auditor. His e-mail address is MJ-Coe@wiu.edu. 


Exhibit 1: Assessing IT Controls 
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Respondent base: 190 companies. 


evaluation and disclosure requirements. The COSO frame- 
work defines internal control, describes its components and 
provides criteria against which CPAs can evaluate control 
systems. However, since COSO does not provide specific 
criteria for IT controls, some companies may find a supple- 
mental framework necessary. 

COBIT (www.isaca.org). The Information Systems Au- 
dit and Control Foundation developed the control objec- 
tives for information and related technology (COBIT). The 
objective is a generally applicable and accepted standard for 
IT security and control practices that provides a reference 
framework for management, users, auditors and security 
practitioners. 

Trust Services (www.aicpa.org.trustservices). The founda- 
tion of the AICPA/CICA Trust Services framework is a set 
of principles and criteria CPAs can use to assess the reliabil- 
ity of a company’s IT systems. The criteria constitute pro- 
fessional guidance as well as serve as best practices for 
system reliability. 


INFORMATION TECHNOLOGY CONTROLS 


Because companies rely heavily on technology, the criteria 
they use to assess the effectiveness of their IT-related con- 
trols are particularly important. While COSO addresses the 
topic of IT general controls, it does not dictate require- 


SUMMARY 


@ SEVERAL GROUPS, INCLUDING COSO, COBIT and AICPA/ 
CICA Trust Services, have issued frameworks CPAs can use 
to evaluate internal controls, particularly controls over a sys- 
tem’s IT aspects. In a survey of CEOs and CFOs, 28.4% said 
they used a model other than COSO to assess the effective: 
ness of their IT internal control structure. 


A FIVE-STEP PROCESS ENABLES CPAs to use the Trust Ser- 
vices framework in conjunction with the COSO framework to 
evaluate the IT control aspects of the required internal con- 
trol assessment. The process defers to Trust Services for a 
more detailed assessment of whether the IT systems used 
to support and create the financial reports are reliable. 

















ments for control objectives and related activities. Indeed, 
the audit standards issued by the Public Company Account- 
ing Oversight Board highlight the importance of IT general 
controls but do not specify which in particular a company 
must include. Thus, to meet the requirements of section 
404, IT management and auditors need a specific IT con- 
trol framework. 

When I asked companies whose CEOs and CFOs are 
required to file sworn statements with the SEC which 
framework they used, 28.4% said they used a model other 
than COSO (exhibit 1, page 70). In evaluating models I 
first turned to COBIT because I had used it in the past 
and it was well-received by clients. Now in its third edi- 
tion, COBIT is increasingly accepted as good practice for 
control over IT and related risks. It’s a robust framework, 
comprising 4 domains, 34 IT processes and 318 detailed 
control objectives. It’s a comprehensive approach for 
managing risk and control of IT, explaining how IT 
processes deliver the information a business needs to 
achieve its objectives. 

One reason companies are using the COBIT framework 
for Sarbanes-Oxley compliance is that its objectives have 
been mapped to COSO in a publication entitled IT Control 
Objectives for Sarbanes-Oxley (available at www.isaca.org.). 
COBIT also has been mapped to popular enterprise re- 
source planning (ERP) systems such as SAP, Oracle and 
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PeopleSoft. This mapping and related guidance provides 
COBIT framework references and methodologies for au- 
diting and testing the major ERP systems. 

While COBIT is an excellent comprehensive frame- 
work for assessing IT controls, I was seeking a narrower 
framework that would complement the overall COSO 
model many clients were using. To this end, I decided to 
use Trust Services because of its focus on the controls that 
are in place to ensure the company’s systems carry out busi- 
ness processes reliably. : 


The AICPA and CICA developed the following Trust Ser- 
vices principles and related criteria for CPAs to use to per- 
form consulting engagements, as well as branded attestation 
engagements such as SysTrust and WebTrust. 

Security. The system is protected against unauthorized 
access, both physical and logical. 

Availability. The system is available for operation and 
use as committed to or agreed upon. 

Processing integrity. System processing is complete, ac- 
curate, timely and authorized. 

Confidentiality. Information designated as confidential is 
protected as committed to or agreed. 

Privacy. Personal information is collected, used, retained 
and disclosed in conformity with the commitments the en- 


Long-term tabs for 
long-term clients. 


The Post-it® Durable Tabs. 


You can only hope your relationship with your 
client will last as long as these tabs do. Made 
extra sturdy, they stand up to repeated handling 
and use. And you can color code files with them. 


For special offers on this and other simply 
ingenious Post-it® products, go to our web site: 
www.post-it.com/accountant 
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tity makes in its privacy notice and with the AICPA/CICA 
Trust Services privacy criteria. 

The privacy principles and criteria include 10 compo- 
nents that are essential to the proper protection and man- 
agement of personal information. They are based on 
internationally known fair information practices included 
in the privacy laws and regulations of jurisdictions around 
the world and recognized good privacy practices. For each 
component there are relevant, objective, complete and 
measurable criteria for evaluating an entity’s privacy poli- 
cies, communications and procedures and controls. There 
are also illustrations and explanations to enhance under- 
standing of the criteria. For more details on the privacy cri- 
teria, go to www.aicpa.org/innovation/baas/ewp/privacy_ 
framework.asp. 
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Security 
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The security, availability, processing integrity and confi- 
dentiality principles and criteria are organized into four 
broad areas: 

m Policies. The entity has defined and documented its 
policies relevant to the particular principle. 

gs Communications. The entity has communicated its 
defined policies to authorized users. 

= Procedures. The entity uses procedures to achieve its 
objectives in accordance with its defined policies. 

= Monitoring. The entity monitors the system and 
maintains compliance with its defined policies. 

These principles and criteria include attributes the enti- 
ty must meet to demonstrate it has achieved each princi- 
ple. Trust Services also provides illustrative controls as 
examples of controls the entity might have in place to con- 


3 objectives 
5 objectives 
12 objectives 


3 objectives 
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3 objectives 
5 objectives 
15 objectives 


3 objectives 


Processing Integrity 
3 objectives 
5 objectives 


19 objectives 


3 objectives 
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3 objectives 
5 objectives 


15 objectives 


3 objectives 


14 objectives 


42 objectives 


Policies: The entity defines and documents its policies for the security of its system. 
Communications: The entity communicates its defined system security policies to authorized users. 


Procedures: The entity uses procedures to achieve its documented system security objectives in accordance 
with its defined policies. 


Monitoring: The entity monitors the system and takes action to maintain compliance with its defined system 
security policies. 


Policies: The entity defines and documents its policies for the availability of its system. 
Communications: The entity communicates the defined system availability policies to authorized users. 


Procedures: The entity uses procedures to achieve its documented system availability objectives in 
accordance with its defined policies. 


Monitoring: The entity monitors the system and takes action to maintain compliance with its defined 
system availability policies. 


Policies: The entity defines and documents its policies for the processing integrity of its system. 


Communications: The entity communicates its documented system processing integrity policies to 
authorized users. 


Procedures: The entity uses procedures to achieve its documented system processing integrity objectives in 
accordance with its defined policies. 


Monitoring: The entity monitors the system and takes action to maintain compliance with the defined 
system processing integrity policies. 


Policies: The entity defines and documents its policies related to the protection of confidential information. 


Communications: The entity communicates its defined policies related to the protection of confidential 
information to internal and external users. 

Procedures: The entity uses procedures to achieve its documented confidentiality objectives in accordance 
with its defined policies. 


Monitoring: The entity monitors the system and takes action to maintain compliance with its defined 
confidentiality policies. 


Policies and Communications: The entity uses privacy policies that convey management's intent, objectives, 
requirements, responsibilities and/or standards. The entity communicates to individuals, internal personnel 
and third parties about its privacy notice and its commitments therein and other relevant information. 


Procedures and Controls: The entity uses procedures and controls to achieve its privacy objectives. 


Source: AICPA/CICA Trust Services principles and criteria. 
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SARBANES-OXLEY 


form to the criteria. Alternative and additional controls 
also may be appropriate. 

CPAs can use the framework’s principles and criteria to 
create a detailed analysis containing control objectives classi- 
fied into broad categories, as shown in exhibit 2, page 72. I 
found the illustrative controls to be particularly helpful. 
Keep in mind a large part of the internal control assessment 
process requires management to say what controls are in 
place to mitigate a given risk. Trust Services’ illustrative 
controls are detailed enough to help management identify 
the controls that exist and those that are missing. As an ex- 
ample of how the controls are helpful, consider those pro- 
vided for one criterion, as shown in exhibit 3, page 74. 

When I provide these examples to IT management—instead 
of simply asking what controls exist to protect against unautho- 
rized logical access to a particular system—it helps them under- 
stand what I’m looking for. The Trust Services framework 
provides illustrative controls for all criteria (objectives). 


FIVE STEPS TO COMPLIANCE 

The following five-step process shows how CPAs can use 
the Trust Services framework to evaluate a company’s IT 
controls when the entity primarily uses the COSO ap- 
proach. The first step uses only COSO, the second and 
third involve both COSO and Trust Services, and the last 
two use Trust Services only. 


© 3M 2005, Postit is a trademark of 3M. 


1. Use the COSO framework to identify the risks in each 
business cycle and the controls that mitigate them. This 
process will include many references to information systems. 
PCAOB Auditing Standard no. 2 says: “Because of the fre- 
quency with which management of public companies is ex- 
pected to use COSO as the framework for the assessment, 
the directions in the proposed standard are based on the 
COSO framework. Other suitable frameworks have been 
published in other countries and likely will be published in 
the future. Although different frameworks may not contain 
exactly the same elements as COSO, they should have ele- 
ments that encompass all of COSO’s general themes.” Thus, 
it is important for CPAs to demonstrate how IT controls 
support the COSO framework. 

COSO identifies five internal control components that 
must be in place to achieve financial reporting and disclo- 
sure objectives: control environment, risk assessment, con- 
trol activities, information and communication and 
monitoring. An organization should have IT control com- 
petency in all components. 


2. Gather initial IT information, including a list of all ap- 
plication software the company is using; copies of network 
maps, security policies and any contingency planning and 
disaster recovery documents; procedures related to how system 
changes are made; an explanation of the typical system de- 


Tax questions popping up? 


So do our notes. 


Post-it’ Pop-up Notes & Dispensers. 


Now you'll always know where your notes 
are — right there at your fingertips, to help make 
the busy tax season a little less taxing. 
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velopment lifecycle; and the company’s IT organi- 
zation chart. 

Given the pervasive nature of IT, identifying what 
needs to be assessed for Sarbanes-Oxley compli- 
ance can be an overwhelming task. Gathering in- 
formation that describes the IT environment, 
procedures and computer software helps CPAs 
understand the big picture so they can organize 
their efforts to identify IT controls for Sarbanes- 
Oxley compliance. In many cases, companies al- 
ready have this initial information so CPAs can 
gather it without incurring additional costs. 


3. From the information gained in the first two 
steps, identify all information systems that relate to 
financial reporting. 

Organizations must understand how the financial 
reporting process works and where technology is 
critical in supporting it. This will help CPAs iden- 
tify key systems and subsystems that need to be in- 
cluded in the Sarbanes-Oxley assessment. Include 
systems that participate in the initiation, recording, 
processing and reporting of financial information, 
such as the accounting information system and all 
systems that feed source transaction data to it. 


SARBANES-OXLEY 


Exhibit 3: Sample Trust Services Security Principle 
SS Ce) Oe oe 


Log-in sessions are terminated after three unsuccessful log-in 
= attempts. Terminated log-in sessions are logged for follow-up by 
the security administrator. 


Virtual private networking (VPN) software is used to permit remote 
= access by authorized users. Users are authenticated by the VPN 
server through specific client software and user IDs and passwords. 


Firewalls are used and configured to prevent unauthorized access. 
= Firewall events are logged and reviewed daily by the security 
administrator. 


4 Unneeded network services (for example, telnet, ftp and http) are 
= deactivated on the entity’s servers. A listing of the required and 
authorized services is maintained by the IT department. This list is 
reviewed by entity management on a routine basis for its 
appropriateness for the current operating conditions. 


5 Intrusion detection systems are used to provide continuous 
= monitoring of the network and early identification of potential 
security breaches. 


The entity contracts with third parties to conduct periodic 
= security reviews and vulnerability assessments. Results and 
recommendations for improvement are reported to management. 





4. Use the Trust Services framework to create one 
overall IT control matrix, so that you can assess 
controls that cross systems, and another matrix for each sys- 
tem that relates to financial reporting. 
COSO identifies two broad groupings of information sys- 
tem control activities that organizations should assess: 
General controls apply to all information systems and sup- 
port secure and continuous operation. This category in- 
cludes controls that support the quality and integrity of 
information and are designed to mitigate the identified 
risks. The IT general control categories the PCAOB set 
forth are program development, program changes, comput- 
er operations, and access to programs and data. 

















uses are reliable. 
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@ The commonly used COSO internal control framework does 
not provide specific criteria for IT controls, so it may be necessary 
to turn to a supplemental framework such as the AICPA/CICA 
Trust Services framework to ensure that the systems a company 


@ Establish a process that allows the overall assessment of internal 
controls under the COSO framework to defer to Trust Services 
for a more detailed evaluation of the IT systems the company uses 
to support and create the financial reports. 
@ When using the Trust Services framework, create an overall IT 
control matrix to assess controls that cross systems and other indi- 
vidual matrices for each system that relates to financial reporting. 





Source: AICPA/CICA Trust Services principles and criteria. 





Application controls apply to the business processes they 
support and are designed to prevent and detect unautho- 
rized transactions. When combined with manual controls, 
application controls help ensure completeness, accuracy, au- 
thorization and validity of processing transactions. Organi- 
zations should first identify significant accounts that could 
have a material impact on the financial reporting and dis- 
closure process. Then they should identify and document 
application controls relevant to such accounts. 

CPAs can use the Trust Services framework to create de- 
tailed IT control matrices (usually in the form of spreadsheets) 
that contain a row for each of the 58 criteria. 
CPAs also should create a control matrix for 
the application systems upon which the orga- 
nization is relying to achieve financial report- 
ing and disclosure objectives. This is where 
the benefit of using the Trust Services frame- 
work is apparent, because its principles define 
a reliable system as one capable of operating 
without material error, fault or failure dur- 
ing a specified period in a specified envi- 
ronment. For each principle it lists criteria 
against which CPAs can evaluate a system. 


5. Assess the controls identified in the matri- 
ces created above. As a general rule there 
should be an effective control technique in 
place for every control objective that applies 
to a system. 














CPAs can use the detailed control matrices that contain a 
row for each of the Trust Services criteria to form ques- 
tions that will determine whether key controls are in 
place. The framework is based on the premise that if sys- 
tem controls operate effectively, the system itself will per- 
form reliably. 

One example is the use of personal identification num- 
bers to prevent unauthorized access to a system. An entity 
may adopt such a control in its written objectives, but the 
control will not achieve its objectives unless it operates effec- 
tively. The Trust Services framework makes it easier for 
CPAs to determine whether the controls over a system oper- 
ate effectively during the period covered by the examination. 

These steps allow the COSO framework to defer to the 
Trust Services framework for a more detailed evaluation to 
determine whether the IT systems a company uses to sup- 
port and create the financial reports are reliable. 


Fulfilling the IT control aspects of the internal control as- 
sessment that Sarbanes-Oxley requires can be a challenge 
for CPAs. While each company will need to decide the 
framework most appropriate for its needs, Trust Services is 
a useful option that CPAs will find particularly helpful 
when the overall framework they use does not pay suffi- 
cient attention to IT issues. a 


i 





Re 


| 


m The AICPA/CICA Trust Services Principles and 
Criteria (Framework), www.aicpa.org/trustservices. 

m The AICPA/CICA Privacy Framework, 
www.aicpa.org/privacy. 


Books 


m Trust Services: Understanding and Implementing Trust 
Services (# 056520). 

mw Privacy Matters: An Introduction to Personal Information 
Protection (# O56590JA). 

@ Understanding and Implementing Privacy Services: 

A CPA’s Resource (# 056509JA). 


CPE | 


m Privacy Issues for Businesses... Whose Information 
Is It Anyway? CD-ROM (# 780005JA). For more in- 
formation or to place an order, go to www.cpa2biz.com 
or call the AICPA at 888-777-7077. 

m IdentiRISK for Trust Services Privacy Principles and 
Criteria (# 103104). For more information or to place 
an order, go to www.identirisk.com/x/aicpa or call 866- 
433-7475. 
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Team Scenario Manager with Scenario PivotTable 
for a more powerful tool. 


Add Even More Muscle to 
“What-If” Analyses 


BY JAMES ASWEISEL 


76 


This is the second of two articles on how to use 


Excel to conduct powerful business analyses. 





xcel experts know Scenario Manager conveniently calculates what-if 

analyses of multiple versions of budgets and other financial projections. 
But if more than 10 scenarios are being considered, experienced users know 
the project can become very cumbersome and the results hard to track. The 


solution: Team Scenario Manager with Scenario Pivot- 
Table. Working together they make it easier to examine 
and compare scores of scenarios by parsing down to the 
most relevant options to avoid getting lost in a blizzard of 
numbers. 

Follow along as I demonstrate how Scenario Pivot- 
Table can make your analysis of even the most complex 
what-if projects more efficient and effective. In part 1, 
“Add Muscle to What-If Analyses” (see JofA, Sept.04, 
page 38; www.aicpa.org/pubs/jofa/sep2004/weisel.htm), 
we demonstrated the basic techniques for managing mul- 


Key to Instructions 

To help readers follow the instructions in this article, 
we use two different typefaces: 

= Boldface type is used to identify the names of 


icons, agendas and URLs. 

mw Sans serif type shows commands and instructions 
users should type into the computer and the names 
of files. 
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tiple what-if versions using Excel’s Scenario. Manager. 
To illustrate the process, we started with a model budget 
for a fictitious business, PQR Co. (exhibit 1, page 77) 
and created a series of five scenarios with varying sales 
growth rates, cost-of-sales growth rates and advertising 
expenditures. 

If you wish to follow along as we demonstrate the use 
of Scenario PivotTable, download the Excel budget file 
from www.aicpa.org/download/pubs/jofa/2005_03_weisel- 
pqr-budget.xIs. 

The worksheet shown in exhibit 2, page 77, contains 
the five scenarios we created in the original example plus 
five more. For a brief refresher on the process of adding 
alternative business plans, see the sidebar, “Adding Scenar- 
ios,” page 79. 

Once you’ve created the scenarios, we can begin to 
generate a pivot table to analyze how each option affects 
the business. With the Scenario Manager dialog box 
open, click on Summary. Change the report type to 
Scenario PivotTable and click in the Result cells box. 
You may need to backspace to delete any existing cell ref- 
erences. While holding down the Ctrl (continued on page 78) 


SI 


| 5 |Gross sales _ 


6 |s Sales returns & allowances _ | 


et of sales — 


49 | Total operat perating expenses ~ 


a Scenario Elements Summa 


— — sor i 35% —_ 1.0% 
growth rate growth rate 
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Exhibit 4 


key, click on cells 15, 111, B16, C16, D16, E16, F7, F23, 
F25 and F26. The Scenario Summary dialog box will 
now resemble exhibit 3, below. 


qT aes 


€16,D16,£ 16,F7,F23,F25, = 





The next step is to create a dynamic report enabling us 
to analyze all these scenarios. Click on OK in the Sce- 
nario Summary dialog box and Excel will generate a 
new worksheet with a report summarizing our 10 scenar- 
ios, as shown in exhibit 4, below. For consistency in pre- 
sentation, I’ve formatted the columns of data containing 
dollar values to currency with whole numbers and the 
columns containing percent values to percentages with 
two decimal places. 

The table presents all 10 scenarios (rows 5 through 14). 
Column headers contain the variables that are allowed to 
change (sales growth rate, cost-of-sales growth rate 
and advertising for each period) as well as the target cells 
(net total sales, net total operating income, gross 
profit ratio and net return on sales). The row headings 
are simply the 10 scenarios that we specified earlier. 

For example, in row 9 the scenario is the 3% growth 
in sales without additional advertising. You can see the 





various target cell results for this scenario. Working 
with the PivotTable allows us to have complete control 
over the presentation of all input and output elements 
of our analysis. 

The pull-down arrows in the Results Cells box (B3) 
and the column header in box A4 allow you to manage 
what you see on the screen, creating more or less detail as 
needed. Click on the drop-down arrow in cell B3 and 
you will see all of the variables and target elements that 
are included in the current table. Click on the drop-down 
arrow in cell A4 and you will see each of the 10 scenarios 
included in the table. 

If we want to focus on only a subset of the data, we 
can easily alter what is presented in the table. For exam- 
ple, if you decide that the 1.0% and 1.5% sales growth rate 
scenarios are unlikely to occur and are cluttering your re- 
port, click on the pull-down arrow in cell A4, select those 
scenarios and click on OK to remove them. If you decide 
to bring them back into the analysis, all you have to do 1s 
click again on the pull-down arrow, then select those sce- 
narios again and finally, clickion OK. 

You have similar control over the columns. Click on 
the pull-down arrow in cell B3 (Results Cells) and select 
the elements you wish to remove. To restore those ele- 
ments, go to the Excel toolbar, click on Edit and on 
Undo Pivot. 

As you can see, Scenario PivotTable gives you excep- 
tional control over the reporting structure and can easily 
manage a vast number of scenarios. It’s an invaluable tool 
that helps you document and evaluate the impact of many 
different changes to financial conditions. z 


JAMES A. WEISEL, CPA, DBA, CMA, is a professor at the 
Stetson School of Business & Economics, Mercer University, 
Atlanta. His e-mail address is weisel_ja@mercer.edu. 
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S grr rt s 2 
5 (1.0% growth 3.00% $ 100 $ 
| 6 1.5% growth rate 1.50% 3.00% $ 100 $ 
7 (2.0% growth rate 3.00% $ 100 $ 
8 (2.5% growth rate 2.50% 3.00% $ 100 $ 
_ |3.0% growth rate without 
9 added advertising 3.00% 3.00% $ 100 $ 
13.0% growth rate with 
10 added advertising 3.00% 3.00% $ 110 $ 
11 |3.5% growth rate 3.50% 3.50% $ 110 $ 
12 | 4.0% growth rate 4.00% 400% $ 110 $ 
4.5% growth with added : 
13 advertising 4.50% 450% $ 112 $ 
5.0% growth rate with 
a lesies advertising 5.00% 5.00% $ 114 $ 








$6,401 


248 





























IVE 
4 ' li 
$ "$ 6,030 § 4, 47.96% 1.55%) 
“$100 $6,075 $ 124 48.35% 2.03%) 
$ 100 $ 6,121 $ | 154 48.73% _ 2.51% 
$ 100 $6,166 $ 184 49.12% 2.98% 
$ 100 $6213. $ 214) 49.49% ~——-3.45%) 
$110 $6213 $ 188, 49.49% + 3.03%) 
“$ 110 $6,259 $ 203 49.49% 3.25% 
($110 $6306 $ 219 49.49% += 3.47%) 
($112 $6,353 '$ 229 49.49% =~ 3.60% 
$ 100 $ 


49.49% 3.88%| 
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Adding Scenarios 


With the downloaded spreadsheet open, click on Tools, Scenarios to 
evoke the Scenario Manager dialog box. You will see the five previously 
created scenarios (exhibit 5, below). 

Click on the Add button to display the Add Scenario box and type in a 
name for each new scenario in the Scenario name box. We’ve already 
identified the cells that will be allowed to change so we do not need to alter 
those now. Now add a detailed description in the Comment box to further 
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document the scenario. Click on OK to move on to the final task, specify- to ourclients through proven solutions. 


ing scenario values. In the Scenario Values box, click in box 1, Sales_ 
growth_rate and type in a value, as shown in exhibit 6, below. Do the * Federal, State & Local IncomeTax 
same for Cost_of_sales_growth and the quarterly Advertising. Click on Returns (Individual, Corporation and 
OK and repeat the process until you have configured all the scenarios. ies 

* Bookkeeping including AP Processing, 


Bank reconciliation and monthly Financial 
Statements 


* Preparation of Sales Tax returns 


¢ Payroll Processing including payroll 
tax compliance 
Contact TONY at: 
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www.jsmaccounting.net 


Our Services includes: 


Exhibit 5 


2.5% growth rate 
2.0% growth rate 
1.5% growth rate 
3.5% growth rate 
4.0% arowth rate 











Changing cells: So 
Sales_growth fate, Cost_of_sales. or 


Comment: 


.0% growth rate with 10% increase in advertising. . 
eated He Jim: May 14, 2004, : 
AND WITH OVER 


350,000 MEMBERS... 


we’re strong and getting stronger. 
Today's AICPA is better than ever and we're 
doing more for our members than ever before, 
including advocating for the rights of the 


i 


a 


Scenario Values 


profession and the new AICPA Anti-Fraud and 
Corporate Responsibility Program. 


Enter values for each of the changing cells. os 

1: Sales _growth_ra oot ee 

2; Cost of: sales 9 Pana lye | 
Advertising_1 ee 
a . 
Advertising 3f100 | | 
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STU TSS ate) ah Cem ee me 


Save time and improve reporting. 


XBRL and Data 


Standardization: 
Transforming the Way CPAs Work 


BY Miike Wiheiks 


80 


ccountants spend too much time moving data from one financial re- 
porting spreadsheet to another, leaving less time for analyzing 


information to enhance reporting integrity and improve management’s deci- 
sion making. The extensible business reporting language (XBRL) can reduce 


time spent manually finding and 
preparing information and improve 
data quality through fully automated 
information exchanges among dis- 
parate software applications. Once 
CPAs can electronically receive, val- 
idate and send standardized infor- 
mation, they can more quickly 
analyze and confidently redistribute it to managers, stake- 
holders and others for use in better informed decision 
making. 

This article describes how XBRL-enabled data standard- 
ization maximizes speed and accuracy as information moves 
between one or more organizations’ 
accounting or analytical software. 
While these programs may be flexible 
and convenient, they often can’t de- 
tect or prevent transcription errors 
that commonly occur in manual data 
transfers. 


CPAs, their clients and employers, 
regulators, investors and others is- 
sue or obtain complete and accu- 
rate business information usable on 


A PROACTIVE APPROACH 

The accounting profession and those 
it serves benefit from standards gov- 
erning reporting and auditing. It fol- 
lows that standardizing information 
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XBRL: A Structure for 
Business Data 


This article continues the JofA’s 
coverage of how XBRL can help 


any computer system. 





formats would help CPAs gather, 
manage and report information more 
quickly, efficiently and accurately. 

Consider how much CPAs could 
enhance their analysis and recom- 
mendations if the information they 
need was transferred automatically 
from its respective sources into com- 
pany spreadsheets without the hands-on validation and 
manual transfer accountants and others commonly perform. 
Imagine further that data sources could automatically ex- 
port new information to a range of designated spreadsheets 
as soon as it was created. In such a scenario, CPAs routinely 
would have the latest version of avail- 
able data from all sources and thus be 
able to expand the scope of their 
analyses and to report more frequent- 
ly for little or no added cost. Im- 
provements like this are possible with 
the help of standardized data formats, 
XBRL-compliant software and 
reengineered corporate reporting and 
analytical processes. 

XBRL-enabled standardization 
makes it possible to use the same data 
seamlessly on any computer hardware, 





Operating system or application. This simplifies the information 
transfer process, or “supply chain,” by making it easier to auto- 
mate the procedures that shuttle data among spreadsheets, data- 
bases and publishing programs. It’s easier to design such 
programs when the data elements they process are clearly de- 
fined in terms of their meaning, currency, period and type, and 
that’s exactly what XBRL does. 

But such advances won't happen without active support for 
the widespread adoption of XBRL, which CPAs can provide 
by working to 

= Understand XBRL. Accountants should expand their 
knowledge of XBRL and other information and Internet stan- 
dards that improve reporting processes. 

= Make XBRL tools more accessible. CPAs should encour- 
age software vendors to embed XBRL capabilities as standard 
features in their products. 

= Move XBRL into the supply chain. CPAs must under- 
stand the extent of human intervention in the data access, vali- 
dation and analysis aspects of their clients’ and companies’ 
reporting processes so they can make informed recommenda- 
tions on deploying XBRL in accounting software and informa- 
tion processing systems. 


TAKE A CLOSER LOOK 
Ask the following questions to assess your organization’s depen- 
dence on manual steps in reporting processes: 

= How many spreadsheets are involved in company report- 
ing processes? 

mw How are changes in those spreadsheets managed? 

m= How many staff members are involved in producing com- 
pany reports? 

m Do reports and analyses appear with sufficient frequency 
and contain adequate data? 

m Are there sufficient controls over current manual data 
transfer processes? 

Your answers may reveal that some ostensibly automated op- 
erations actually involve manual processes with weak controls. 
Numerous public companies made such discoveries during Sar- 
banes-Oxley compliance examinations, and similar inefficien- 
cies may also exist in private entities’ reporting processes. 
XBRL-based standardization can help CPAs serving or em- 
ployed by any organization analyze business information to 
guide CPAs’, investors’ and management’ decisions. 


VOICE YOUR NEEDS 

Developers of all kinds of software are rapidly revising their 
products to support XBRL. CPAs should tell software vendors 
exactly what new capabilities are necessary to make their prod- 
ucts more useful. The profession’s input will help ensure that 
upcoming software versions will facilitate standards-based 
streamlining of data throughout the business reporting supply 
chain, enhancing the accuracy, timeliness and usefulness of the 
information CPAs provide. a 





MIKE WILLIS, CPA, was founding chairman of XBRL International 
and is a partner of PricewaterhouseCoopers. His e-mail address is 
mike. willis@us.pwe.com. 








XBRL International Inc. Resources 


The group’s Web site (www.xbrl.org) provides 


g An overview of XBRL’ functions and 
capabilities (www.xbrl.org/whatisxbrl). 


@ Questions frequently asked about XBRL 
(www.xbrl.org/faq.aspx). 

w A technical information center (www.xbrl.org/ 
technicalinformation). 


@ Details on how to create an XBRL-comphiant 
financial statement (www.xbrl.org/specifications). 


m Description of XBRL-enabled applications 
(www.xbrl.org/tools). 


m Showcase of XBRL in action (www.xbrl.org/ 
showcase). 


m Descriptions of the benefits as well as the issues 
involved in adopting XBRL, with sections focusing 
on special interests groups (www.xbrl.org/ 
xbrlandbusiness). 


Ye tT eet ; 


@ An explanation of why CPAs need to be 
involved in XBRL, how it will help those in 
industry and public practice, and descriptions of 
potential XBRL uses—for example, in financial 
statements, tax returns, regulatory filings, 
accounting and business reports, authoritative 
literature and audit schedules (www.aicpa.org/ 
innovation/baas/xbrl/homepage.asp). 

mw A Web-based video, “XBRL—Real Solutions, 
Real Time” (www.aicpa.org/video/xbri). 

@ Prior JofA articles on XBRL: “Finally, Business 
Talks the Same Language” (Aug.00, page 24 or 
www.aicpa.org/pubs/jofa/aug2000/zarowin.htm); “A 
Napster for Financial Data?” (Jan.03, page 66 or 
www.aicpa.org/pubs/jofa/jan2003/spec_zar.htm); and 
“Tap Into XBRL’s Power the Easy Way” (May04, 
page 32 or www.aicpa.org/pubs/jofa/may2004/ 
naumann.htm). 


Other Resources 


w The World Wide Web Consortium’ site 
provides information about the extensible markup 
language (XML), of which XBRL is a subset (www. 
w3.org/xml). 

mg The 11th XBRL International Conference will 
be held in Boston, April 25-29, 2005 (www.xbri. 
org/upcomingevents). 
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New life insurance markets demand 


new accounting method. 


A Gap in Insurance GAAP? 





BY JAMES H. THOMPSON AND GREGORY M. LARSON 









here’s a new philosophy in the marketplace about life insurance, and 
we believe it warrants a change in the accounting method used for this 


popular investment product. Traditionally, life insurance has been viewed as a 


legacy paid to designated beneficiaries aft 


years policyholders have begun to 
view it as an underused asset, a source 
of significant financial resources they 
can tap while they are still living by 
selling their insurance to third parties. 
With the emergence of the multi-bil- 
lion-dollar viatical and life settlement 
markets to facilitate these purchases, 
some accountants have begun to ques- 
tion the appropriateness of FASB 
Technical Bulletin no. 85-4, Account- 
ing for Purchases of Life Insurance, that 
adopted the cash surrender method as 
the only generally accepted method of 
accounting for these assets. Many 
CPAs feel it fails to properly reflect 
the investment nature of life insurance 
purchases in these markets, resulting 
in financial reporting that lacks ade- 
quate transparency. 

FASB argued in the technical bul- 
letin that there is no justification to 
support recording insurance contracts 
at amounts other than agreed amounts 
(such as cash surrender value). How- 
ever, we believe that because viatical 
and life settlement contracts are sold 
for amounts that exceed the cash sur- 
render value, and because recent litiga- 
tion has sought to classify the trading 
of interests in life insurance contracts 
as securities, there is compelling justi- 





Life insurance worth billions of dollars is traded every year, 


er the insured’s death. But in recent 





and the profession needs a 


better way to account for it, say CPA James Thompson, a professor at Oklahoma City 
University, and Gregory Larson, a staff accountant for a CPA firm in Oklahoma City. 


fication for recording such contracts at 
amounts greater than the cash surren- 
der value. 

We believe it’s time to change the 
method of accounting for life insur- 
ance, and in this article we'll describe 
an alternative method we think FASB 
should consider. 
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CURRENT GAAP: THE CASH 
SURRENDER VALUE METHOD 

Under the cash surrender value 
method, when a policy is purchased 
by a third party, the difference be- 
tween the acquisition cost and cash 
surrender value is recognized as a loss. 
Initially, the amount of the reported 
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The cash surrender value method has a number of serious shortcomings when 
it comes to fairly accounting for the new breed of life-insurance products. 
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asset is limited to the policy’s cash sur- 
render value. When additional premi- 
ums on the policy are paid, the 
reported asset amount increases only as 
the cash surrender value increases; any 
remaining amount is charged to ex- 
pense. When the insured dies, the dif- 
ference between the current cash 
surrender value and the policy’s face 
amount is recognized as a gain. 
Though the cash surrender value 
method is easy to apply, its economic 
soundness is subject to criticism for 
two primary reasons. First, any asset 
amount on the balance sheet is limited 
to the policy’s cash surrender value. 
Second, income is greatly distorted 
because loss is recorded at acquisition, 
premiums are charged to expense (ex- 
cept to the extent the cash surrender 
value is increased) and no income is 
recognized until the insured’s death. 


THE NEW MARKETPLACE 

Viatical settlements. A viatical settle- 
ment is a sale of a life insurance policy 
by a terminally ill patient to investors. 
The National Viatical Association esti- 
mates that $50 million worth of poli- 
cies were sold in this way in 1990, $1 
billion in 1999 and an estimated $4 
billion in 2001. 

The process starts when a third par- 
ty solicits insurance agents or financial 
planners to find patients with AIDS or 
other terminal illnesses who are will- 
ing to sell their policies in return for 
an immediate cash payment. The third 
party determines how much to charge 
investors for each policy. The dis- 
count, usually ranging from 10% to 
40% of the policy’s face value, is based 
on the insured’s life expectancy. The 
third party then markets its life insur- 
ance policy inventory through its net- 
work of insurance agents and financial 
planners, who earn commissions based 
on the face amount for identifying 
and arranging for the sale of policies 
to investors. 

Life settlements. In life settlements, 
insurance contracts commonly are pur- 


JOURNAL of ACCOUNTANCY 


chased from insured policyholders who 
are in their retirement years, or who 
have significant medical conditions but 
are not terminally ill; policyholders in 
both categories benefit during their 
lifetimes from selling their policies. 
Policies of patients with AIDS are un- 
predictable, but those of policyholders 
with cancer, cardiovascular disease, dia- 
betes, Alzheimer’s disease and amy- 
otrophic lateral sclerosis (Lou Gehrig’s 
disease) are appealing to buyers because 
estimates of life expectancy are reliable. 
Both markets are growing, however, 
and the dollar amount of life settlement 
transactions is expected to exceed $10 
billion over the next five years. 

With viatical settlements burgeon- 
ing into the broader sector of life set- 
tlements, many insureds now sell their 
policies to investors using settlement 
companies—a largely unregulated mar- 
ket that divides policies into fractional 
interests. Following recent attempts to 
sell these interests as securities under 
the Securities Act of 1933 and the Se- 
curities Exchange Act of 1934, several 
states have begun to enact statutes to 
regulate viatical settlements. 


ALTERNATIVE ACCOUNTING OPTIONS 
The cash surrender value method has a 
number of serious shortcomings when 
it comes to fairly accounting for the 
new breed of life-insurance products. 

m It penalizes the policy purchaser 
and significantly distorts income over 
the policy’s life. Ifa policy has a cash 
surrender value, the purchaser’s cost 
will undoubtedly exceed this amount, 
resulting in a sizable loss for financial 
reporting purposes on the acquisition 
date. For term policies without cash 
surrender values, the purchaser’s entire 
cost is recognized as a loss. Recogniz- 
ing this loss in either circumstance is 
unduly conservative and unjustified. 
To make matters worse, a large gain is 
recognized when the insured dies. 

mw It limits the amount reported as 
an asset on the statement of financial 
position to the cash surrender value. 
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This limitation implies that a pur- 
chased life insurance policy does not 
have future benefits above its cash sur- 
render value—but the purchaser clear- 
ly is paying more precisely because it 
does have greater benefits. Indeed, the 
viatical market establishes market val- 
ues that in all cases exceed the policies’ 
cash surrender value. 

Despite FASB’s support for the cash 
surrender value method, many alter- 
natives have been proposed. Those 
that are cost-based (such as ratable 
charge methods) have the same limita- 
tions but are more complex than the 
cash surrender value method; they 
have been considered and rejected by 
standard-setting bodies and observers. 
Revenue-based alternatives, such as 
the pro-ratable income and present 
value income methods, also have been 
proposed. They allow recognition of 
income before the insured’s death as 
well as recognition of and increase to 
the asset amount reported in the bal- 
ance sheet. We propose a third alter- 
native, referred to as the investment 
method. We’ll discuss each of the 
three below. 

Pro-ratable income method. This 
method capitalizes the cost of a policy 
at acquisition. It assumes the company 
purchasing the life insurance contract 
intends to continue paying the pre- 
miums, if any, on the policy until the 
insured’s death, and therefore also 
capitalizes the premiums. The differ- 
ence between the carrying amount of 
a policy (acquisition cost plus capital-’ 
ized premiums plus income recog- 
nized) and its face value is recognized 
as income ratably over the insured’s life 
expectancy. At date of death, the re- 
maining difference between the face 
value of the policy and its carrying 
amount is recognized as a gain. Al- 
though this method recognizes in- 
come during the life of the policy, it 
does not take into account the time 
value of money. 

Present value income method. The 
present value income method is simi- 


lar to the pro-ratable income method 
in that both capitalize the acquisition 
cost of a policy and of additional pre- 
miums, but the two differ in the way 
they recognize income. The present 
value income method recognizes the 
difference between the present value 
of future benefits to be received less 
the present value of future premiums 
to be paid and the carrying amount 
of the policy as income (or loss) each 
year until the death of the insured. At 
date of death, it recognizes a gain 
equal to the difference between the 
face value of the policy and its carry- 
ing amount. 

A compromise: The investment 
method. Like the revenue-based meth- 
ods, the investment method capitalizes 
the cost of the policy and the premi- 
ums needed to keep it in force, but no 
income is recognized until the insured 
dies. Estimating the insured’s remain- 
ing life therefore is unnecessary. 

As in the cash surrender value 
method, the difference between the 
carrying amount of the policy and its 
face amount is recognized as a gain at 
the death of the insured, although the 
amount of the gain is significantly 
reduced. The advantages of the in- 
vestment method are reduced volatili- 
ty of income measurement, more 
realistic asset valuation and ease of 
implementation. 


COMPARING THE METHODS 

The three alternative methgds are 
conceptually more realistic than the 
cash surrender value method for two 
reasons. First, each reports an asset in 
the balance sheet at amounts that 
properly reflect the investment nature 
of the purchased policies. Second, 
none distorts income by recognizing a 
loss in the income statement in the 
year of purchase, later to be followed 
by a significant gain on the insured’s 
death. Rather, income (or loss) 1s rec- 
ognized over the policy’s remaining 
life or, in the case of the investment 
method, at date of death. 

In spite of their conceptual advan- 
tages, the pro-ratable income and the 
present value income methods require 
subjective measurements that make 
them difficult to implement. Under 


the present value income method, an 
appropriate discount rate must be de- 
termined. Under both methods, the 
amount of income recognized each 
year depends on an estimate of the in- 
sured’s life expectancy. The invest- 
ment method is much easier to 
implement, since income is not rec- 
ognized until date of death, and it 
produces comparable results. The in- 
vestment method therefore is the best 
alternative for accounting for purchas- 
es of life insurance. 


NEW MARKET DEMANDS 

NEW METHOD 

We believe the cash surrender value 
method of accounting for life insur- 
ance contracts is no longer justified for 
several reasons: 

m New viatical and life settlement 
markets have developed since the 
writing of Technical Bulletin 85-4. 

m The clear intent of life settlement 
companies is to treat these contracts as 
investments, and the argument that 
they are investments is compelling 
based on SEC litigation that attempts 
to treat fractional interests in these 
policies as securities. 

m The rapid growth of these mar- 
kets demands an accounting method 
that more clearly reflects the underly- 
ing philosophy of these purchases. 

= Most important, the cash surren- 
der value fails to provide transparent 
reporting because it distorts income 
and undervalues the future benefits of 
life insurance policy investments. 

The investment method is not as 
conservative as the cash surrender value 
method in recognizing a loss at acqui- 
sition. It does not distort income. And 
it is easy to implement because it does 
not require estimates of the insured’s 
life expectancy. We believe FASB 
should adopt the investment method 
of accounting for life insurance. a 


JAMES H. THOMPSON, CPA, PhD, is 
professor of accounting in the Meinders 
School of Business at Oklahoma City 
University in Oklahoma. His e-mail ad- 
dress is jht@okcu.edu. GREGORY M. 
LARSON is a staff accountant with a pub- 
lic accounting firm in Oklahoma City. His 
e-mail address is greglar462@hotmail.com. 
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TAX CASES 


Section 1341 Clarified 


A: a result of unforeseen circum- 
stances, taxpayers may discover 
they must repay an amount previously 
collected and included in income. If 
the tax rates or other items have 
changed from those that existed in the 
year the income was reported, the 
current deduction for the repayment 
may not completely offset the taxes 
paid on the prior reported income. 
In these cases, the taxpayer should 
consider whether IRC section 1341 
provides relief. 

Between 1981 and 1995 Quaker 
State bought crude oil from indepen- 
dent oil producers. In 1994 these in- 
dependent producers, including Lazy 
Oil, brought suit claiming price-fixing 
against Quaker State and others. In 
1995 Quaker State settled the suit for 
$4.4 million without admitting guilt. 
Quaker State took advantage of the 
relief provision contained in section 
1341 to calculate the tax result of this 
payment. Under it a taxpayer may re- 
duce its current year’s tax by the 
amount of the extra tax paid as a result 
of having included the item in income 
in the prior year. (This reduction is in 
lieu of claiming the payment as an ex- 
pense.) The IRS objected to Quaker 
State’s use of section 1341, saying the 
taxpayer had not met the code re- 
quirements for doing so. 

Result. For the taxpayer. In its 
decision the U.S. Court of Federal 
Claims referred to the following five 
requirements of section 1341 and then 
considered whether the taxpayer had 
met each one: 

w An item must have been included in 
income in a prior year. 

g The inclusion must have occurred 
because the taxpayer appeared to have 
an unrestricted right to the income. 
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Plastic and E-Payments 
On the Rise 


Uncle Sam saw a 60% increase 
in the number of people who 
paid their taxes by electronic 


w A deduction was allowed in the cur- 
rent year. 
w It was established the taxpayer did 
not have an unrestricted right to the 
income. 
@ The deduction exceeded $3,000. 

Section 1341(b) denies relief when 
an included item is from the sale of in- 
ventory (inventory exception). The 
parties agreed that Quaker State had 
met the fifth requirement. But, they 
disputed whether the taxpayer had 
met the other four requirements and 
whether the inventory exception de- 
nied relief. The court discussed each 
of these requirements in turn. 

The first dispute was whether 
Quaker State had included an item in 
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income in a prior year. The IRS said 
an understatement of an expense (cost 
of goods sold) was not the inclusion of 
an item of income; Quaker State ar- 
gued it was. The court agreed with 
the taxpayer, saying that, because 
Quaker State was a manufacturer, un- 
derstating its cost of goods sold was 
the equivalent of including an item in 
income. Therefore the taxpayer met 
the first requirement. The second dis- 
agreement was whether Quaker State 
had an appearance of the right to in- 
come. The IRS argued Quaker State 
had an actual right to the income, not 
just an appearance of the right: The 
court rejected this position. After re- 
viewing earlier cases and commentary, 
the court ruled that an actual right to 
income is within the phrase “apparent 
right to income.” (Prior courts had 
split on this.) 

The requirement that the taxpayer 
be entitled to a deduction has two sub- 
tests. First, there must be a deduction 
as the result of the restoration of the 
income, and, second, the deduction 
must occur under a code section other 
than section 1341. The IRS argued 
there was no restoration of income. 
The court disagreed, saying restoration 
does not have to be to the party that 
made the payment, but only to some- 
one who reported lower income in a 
prior year. Therefore, this condition 
was met. The court then stated the 
payment generated a deduction under > 
section 162, fulfilling this requirement. 

The last item considered was 
whether the payment was the result of 
Quaker State’s lack of an unrestricted 
right to keep the income. The court 
ruled, based on prior cases, the re- 
quirement was met because the tax- 
payer made the payment as a result of 
a legal obligation. The requirement 
excluded voluntary payments. A set- 
tlement even without an admission of 
guilt is an involuntary payment. 
Therefore this requirement was met. 








The IRS’s last argument was that 
the payment fell within the inventory 
exception. The court concluded, 
based on prior cases and the regula- 
tions, this exception primarily ap- 
plied to sales returns and allowances. 
Since the payment was neither, it was 
not excluded. 

This case joins others in which the 
courts took a very broad view of sec- 
tion 1341. The outcome is due, in 
part, to the general rule that remedial 
provisions should be interpreted 
broadly and all doubts resolved in the 
taxpayer's favor. If this trend continues, 
more companies should be eligible to 
use the relief provision contained in 
section 1341. 

w Pennzoil- Quaker State Co. v. Unit- 
ed States, U.S. Court of Federal 
Claims, 2004 US Claims, Lexis 281. 





Prepared by Edward J. Schnee, CPA, 
PhD, Hugh Culverhouse Professor of Ac- 
counting and director, MTA Program, Cul- 
verhouse School of Accountancy, University 
of Alabama, Tuscaloosa. 





Note Sale: Does It Accelerate 
Related-Party Interest 
Deductions? 


A accrual-basis taxpayer normally 
takes deductions for expenses in 
the year the item accrues. But when 
the expense accrued by the taxpayer 
is owed to a related party who uses 
the cash basis of accounting, IRC 
section 267(a)(2) delays the deduction 
for the accrual-basis taxpayer to the 
year in which the related party in- 
cludes the amount in gross income, 
the year of payment. Related parties 
include certain family members, such 
as spouses, children, parents and sib- 
lings, as well as individuals and cor- 
porations in which an individual 
owns directly or indirectly more than 
50% of the stock. 

Ronald Moran Cadillac (RMC) 
was a car dealer franchise operating in 
California. Prior to 1994 it had bor- 
rowed $2,339,929 from its 100% 
shareholder. The amount of the loans 
and all accrued interest were recorded 
on a note on January 1, 1994. The 


pre-1994 interest of $787,994 had not 
been deducted by the taxpayer due to 
the restrictions of IRC section 
267(a)(2). On September 20, 1994, 
the shareholder sold the note and all 
accrued but unpaid interest to an un- 
related third party, resulting in a capi- 
tal loss of $500,000. On its 1994 
federal income tax return, RMC de- 
ducted interest of $1,049,657, creating 








an $810,267 net operating loss 
(NOL). The IRS disallowed the pre- 
1994 interest of $787,994, thereby 
eliminating the NOL. RMC filed a 
claim for a refund with the U.S. Dis- 
trict Court of California, arguing that 
once the note was sold by its share- 
holder to an unrelated third party, the 
restrictions of section 267(a)(2) were 
no longer in effect. Therefore, it now 
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could deduct the previously disallowed 
interest of $787,994. 

The IRS argued that once section 
267(a)(2) disallowed a deduction for 
an accrued expense for a given tax 
year, the expense could not be de- 
ducted until it was paid. The replace- 
ment of the former creditor who was 
a related party with a new creditor 
who was not did not accelerate the 
deduction of the previously disallowed 
accrued interest. The district court 
agreed, saying the IRS’s interpretation 
was supported by the language of the 
statute, Treasury regulations and 
congressional intent. RMC appealed 
the decision to the 9th Circuit Court 
of Appeals. 

Result. For the IRS. The 9th Cir- 
cuit agreed section 267(a)(2) disal- 
lowed a deduction by an accrual basis 
payor until the tax year in which the 
payee included the amount as income. 
RMC acknowledged it had not paid 
any of the pre-1994 interest of 
$787,994 to the new creditor; the 
court ruled RMC, therefore, could 
deduct that interest only in the year it 
was paid. RMC argued the IRS had 


taken an inconsistent position since, in 


Application for Charity Status Revised 





1994, it had allowed the franchise to 
deduct the accrued interest for the first 
eight months of that year when the 
100% shareholder held the note, but it 
had not allowed RMC to deduct the 
accrued interest for pre-1994 years. 
The court rejected this argument as 
well, saying section 267(a)(2) required 
determination of related-party status 
be made at the end of the tax year. 
Since RMC and the new creditor 
were not related parties at the end of 
1994, section 267(a)(2) did not apply 
to any interest for that year. However, 
because RMC and its 100% share- 
holder were related parties at the end 
of the tax years prior to 1994, section 
267(a)(2) did control when the interest 
for those years should be deducted. 
RMC further argued that the sale 
of the note by its 100% shareholder to 
the unrelated third party converted the 
accrued interest prior to 1994 into a 
new liability, thus permitting the tax- 
payer to accrue and deduct the entire 
amount in 1994. The court also re- 
jected this argument. It said once the 
restrictions of section 267 applied to 
an accrued expense, they continued to 
apply until the expense was paid. 


i. pa 


Therefore, no deduction was allowed 
until the interest was actually paid. 
Any acceleration of the deductions of 
the interest due to the sale of the note 
would have been contrary to the pur- 









Under the new guidelines tae IRS will not settle un-_ 


pose of section 267. 
w Ronald Moran Cadillac, Inc. v. 
United States 385 F3d 1230 (CA-9). 


Prepared by Charles J. Reichert, CPA, 
MS, professor of accounting, University of 
Wisconsin, Superior. 


Tax Shelter Can Have 
Business Purpose 


he IRS has been developing poli- 

cies to attack a variety of tax shel- 
ters including the contingent liability 
shelter, in which a high-basis asset is 
transferred to a new corporation in 
exchange for stock in an IRC section 
351 transaction. The transferred asset 
is accompanied by a contingent liabil- 
ity—a liability that the transferor has 
not yet been able to recognize for tax 
purposes. Consequently, the stock re- 
ceived has a high basis though its val- 
ue is low because of the contingent 






























which charitable organizations seek tax-exempt status 
also will help the service spot potentially abusive charities 
(www.irs.gov/newsroom /article/0,,id=130666,00.html). In 
addition requiring more information up front will mean 
fewer contacts between the IRS and the organizations 
are necessary. The revised Form 1023, Application for Ex- 
emption Under Section 501(c)(3) of the Internal Revenue 
Code, is available online at www.irs.gov. Printed copies of 
the form and instructions are available from the IRS at 
800-829-3676. 


IRS Changes Terms for Settlement 

The Appeals Division of the IRS has reassessed and tight- 
ened the guidelines under which it will accept settlement 
offers from taxpayers that participated 
in certain abusive transactions, such as 
reporting losses and deductions from 
lease strips or from inflated-basis assets 
derived from them or in intermediary’ 
transactions (www.irs.gov/newsroom /ar- 
ticle/0,,id=130347,00.html). 
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A new form from the IRS that streamlines the process by | less taxpayers concede (agree to the disallowance of) | 


For single-click access to the 


Web addresses in these tax sto- 
ries, visit the Journal of Accoun- 
tancy Web site at www.aicpa.org 
/pubs/jofa/joahome.htm. 





100% of the claimed losses or deductions, reduced only 
by the amount of transaction costs up to 10% of such 
claimed losses or deductions. Furthermore, taxpayers also _ 
must concede 50% of the accuracy-related penalty at is- 
sue. To settle their cases, taxpayers must enter into a clos- 
ing agreement with the IRS that conforms to these 

revised guidelines. 5 








Reminder: Mileage Rates Set for 2005 
The IRS reset the optional standard mileage rates for 
2005 in computing the deductible costs of operating an 
automobile for business, charitable, medical or moving 
expense purposes (www. irs. Borne steve uciee ye 
131232,00.htm). i 
As ifjeee: 1, 2005, the seh 
mileage rates for the use of a car (includ- 
ing a van, pickup or panel truck) for 
business purposes was set at 40.5 cents a 
mile; for medical or moving expenses, 
15 cents a mile; and when providing 
services to a charity, 14 cents a mile. 
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lability, and selling it results in a loss. 
In notice 2001-17 (2001-1 CB 730) 
the IRS announced it would disallow 
losses claimed from contingent liabili- 
ty transactions. 

Black & Decker created Black & 
Decker Healthcare Management Inc. 
(BDHMI) by transferring $561 million 
to the newly formed corporation. 
BDHMI assumed a $560 million con- 
tingent liability for health care claims; 
its resulting value was $1 million ($561 
million less $560 million). Black & 
Decker then sold the BDHMI stock 
for $1 million and claimed a capital 
loss of $560 million ($1 million less 
$561 million), which it used to offset 
capital gains from the sale of three of 
its businesses. The IRS disallowed the 
loss. Black & Decker sued for a refund. 

Result. For the taxpayer. The Dis- 
trict Court of Maryland (Northern 
Division), issued a summary judgment 
holding that the BDHMI transaction 
had economic substance and therefore 
must be acknowledged. Pointing out 
that a sham transaction can be ignored 
for tax purposes as discussed in Hunt 
(938 F2d 466, 471 (4th Cir. 1991)), 
the court reiterated the definition of a 
sham transaction as one designed sole- 
ly to create tax benefits rather than to 
serve a legitimate business purpose. In 
Rice’s Toyota World (752 F2d 89, 90 
(4th Cir. 1985)), the court determined 
that a transaction would be treated as a 
sham if “the taxpayer was motivated 
by no business purposes other than 
obtaining tax benefits in entering the 
transaction, and the transaction has no 
economic substance because no rea- 
sonable possibility of profit exists.” 

Although Black & Decker conced- 
ed that tax avoidance was its sole mo- 
tivation for the transaction, the court 
held that the second part of the defini- 
tion was not satisfied, as the transac- 
tion did contain economic substance. 
Because BDHMI assumed the re- 
sponsibility for the management, ser- 
vicing and administration of Black & 
Decker’s health plan, considered and 
proposed numerous health care cost 
containment strategies, and main- 
tained salaried employees, the trans- 
action had very real economic 
implications for participants in Black 


& Decker’s health plan and should not 
be treated as a sham transaction. 

The IRS’s plan to challenge tax 
shelters has important implications for 
all tax-avoidance plans. Although the 
IRS lost this case, it will continue to 
aggressively litigate any transaction 
considered a tax shelter. Still, this case 
indicates transactions that have eco- 


nomic substance aside from the tax 
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benefits have a good chance of being 
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A change in IRS position on withholding. 


From The Tax Adviser: 
“Wages” and the Employer-Employee Relationship 








I n revenue ruling 2004-110, the IRS effectively reversed its position on 
cancellation payments in the context of an employer-employee relation- 
ship, concluding that amounts paid to an employee as consideration for the 
cancellation of an employment contract and relinquishment of contract rights 


ments representing liquidated damages 

THE TAX ; made by an employer to its employees were 
ADVISER neither remuneration for employment nor 
a eee wages for federal employment tax purposes 
26 Ses locos: Seactaond Seftlermente 


hee (including income tax withholding). They 


were wages subject to Social Security, 
Medicare, and federal unemployment and 
income tax withholding. CPAs should be 
aware of this IRS change in position. 





THE FACTS 

In the ruling, an employee was to perform 
services under a written contract for a set 
number of years. The parties cancelled the 
contract before the end of the agreed-on 
period; the employer paid the employee 
for relinquishment of his rights for the re- 
maining period. 


AQ) tates. Trosts & Oils: tocome ond 


IRS’s LOGIC 

In holding that the contract cancellation payment constitut- 
ed wages subject to withholding, the IRS reasoned that the 
employment relationship encompasses the establishment, 
maintenance, furtherance, alteration or cancellation of said 
relationship. For an employer’s payment not to be treated as 
wages, the employee would have to provide clear, separate 
and adequate consideration for the payment that did not 
depend on the employee-employer relationship. Further, 
the IRS deemed the payment taxable ordinary income to 
the employee, not capital gain. 

The ruling did not address the employment tax treat- 
ment of liquidated damages paid by an employer to an em- 
ployee as part ofa settlement (traditionally treated as 
nonwage payments). In revenue ruling 72-268, certain pay- 


Notice to readers: Members of the AICPA tax section may 
subscribe to The Tax Adviser at a reduced price. Contact 


Judy Smith at 202-434-9270 for a subscription to the mag- 
azine or to become a member of the tax section. 








32 Sete 





were, however, income includible in the 
employees’ returns. 


Extote Tix Peaning for Special Needs Tents 0 


PREVIOUS GUIDANCE REVERSED 

Revenue ruling 2004-110’s conclusion is 
contrary to previously published IRS guid- 
ance. The service had held in revenue rul- 
ings 55-520 and 58-301 that cancellation 
payments were (1) not wages subject to So- 
cial Security, Medicare or federal income tax withholding 
and (2) includible in the employee’s gross income in the 
year of receipt. Revenue ruling 58-301 modified revenue 
ruling 55-520 by classifying these payments, when made in 
a lump sum, as ordinary income, not capital gain. Revenue 
ruling 58-301 was subsequently distinguished by revenue 
ruling 74-252, which stated that the lump sum was primar- 
ily in consideration of the cancellation of the employee’s © 
contract rights, rather than for the past performance of ser- 
vices through which the relinquished employment rights 
were acquired. 


WHEN EFFECTIVE? 
The IRS will not apply revenue ruling 2004-110 to em- 
ployer payments to former employees made before Jan. 12, 
2005, if made under facts and circumstances substantially 
the same as in revenue ruling 55-520 or 58-301. 
For more information, see the Tax Clinic, edited by 
Mark Garay, in the March 2005 issue of The Tax Adviser. 
—Lesli S. Laffie, editor 
The Tax Adviser 
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Over the years, the AICPA’s 4 
the trusted, one-stop resource for thousands of CPAs who need quick answers on a wide 
array of business, legal, financial and tax questions that arise in everyday work. 





Now the completely updated edition helps you address questions on the impact of latest 
trends and developments in employee retirement and deferred compensation plans, social 
security planning, business valuation, employment regulations, human resources, estate 
and trust planning and much more. 









Plus, included is a FREE interactive ABM toolkit on CD-ROM. 
You'll have instant access to worksheets, sample agreements, 

checklists and other forms that you can tailor to your needs and 
use immediately. 


Leading authorities Bill Behrenfeld, JD, LLM, CPA; 
Andy Biebl, CPA; and Bob Ranweiler, CPA, lend their 
expertise to this two-volume, loose-leaf best-seller. 


Semi-annual product updates are shipped automatically with a 60-day return policy. 





$160.00 Nonmembers $200.00 
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May 11-12, 2005 
Wyndham Buttes Resort 
Tempe, AZ 


CPE Credits: up to 16 (main), and up 

to 16 (optional) 

Pre-conference workshops: Tuesday, May 10 
Post-conference workshops: Friday, May 13 


May 16-18, 2005 
Bellagio 
Las Vegas, NV 


CPE Credits: 24 (main), up to 8 (optional) 
Pre-conference workshops: Sunday, May 15 


June 6-7, 2005 
Bellagio 
Las Vegas, NV 


CPE Credits: 16 (main), and 4 (optional) 
Pre-conference workshops: Sunday, June 5 


June 6-8, 2005 


Omni Orlando Resort at 
ChampionsGate 
Orlando, FL 


CPE Credits: 25 (main), and up to 7 (optional) 
Pre-conference workshops: Sunday, June 5 


¢ 
| 
| 
| 








coferncs Highlights: 

e Case studies presented by leading firms and 
organizations, such as: Microsoft, Bank of 
America, IBM, U.S. Marine Corps and more 

© Tracks include: Activity-Based Cost 
Management, Performance Management, 
Balanced Scorecard, Customer/Product 
Profitability, Supply Chain Management, 
Process Management 


Conference Highlights: 
e Popular pre-conference workshops include 
Basic Audit Workshop and Form 5500 
e Updates on the AICPA Audit Quality Center 
e Learn and share best practices 
among coileagues 


Conference Highlights: 

e Integrating retirement assets in the estate plan 
e Plan design from the sponsor's perspective 

e Investment considerations in retirement 


planning, including single stock concentration, 
real estate and asset allocation 


Conference Highlights: 


e Expanded A&A and Tax tracks including 
critical updates on FASB, SSARS, Choice 
of Entity and Estate Planning 
e Practicai technical and managerial strategies 
¢ Outstanding networking opportunities 


(888.777.7077 
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Pre-conference workshop: Wednesday, June 8 | of total compensation 

le Case studies that provide insights 
| into “real life” situations 


Conference Highlights: 





oo by AICPA National Conference on Advanced Medical 
ame” and Legal Practice Consulting 


June 13-14, 2005 
e How to build or enhance medical and 
Wyndham Buttes Resort legal practice consulting niches 


| 
| 
Tempe, AZ | e Learn valuable strategic planning tips 
| 
| 
} 
| 





Conference Highlights: 


CPE Credits: 16 (main), and 3 (optional) for your clients 
Pre-conference workshop: Sunday, June 12 e Serve your medical and legal clients 
by enhancing both traditional and 


nontraditional services 





Additional 
agai He 


AICPA National Not-For-Profit The AICPA information Technology AICPA Small Business 
Industry Conference Conference — ese Practitioners’ Tax Forum 


June 22-24, 2005 Celebrating 25 Years ~~, ech July 18-19, 2005 
A 2005 Marriott Baltimore Waterfront 





Grand Hyatt Washington June 27-29, 2005 


Washington, DC Bellagio Xi Baltimore, MD 
Pre-conference workshops: Las Vegas, NV Pre-conference workshops: 


Wednesday, June 22 Pre-conference workshops: Sunday, July 17 
Sunday, June 26 


To learn more, visit 
www.cpa2biz.com/conferences 





Technology Q&A 


Format many Excel worksheets with a single click...Program 
Excel to alert you to a deadline...Display a worksheet’s row and 
column labels...Make taskbar always show all open files... 
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A better solution: Custom-print views in Excel.. 
Make text on your screen appear clearer.. 


.Update: 
Shortcuts 


BY STANLEY ZAROWIN 


Key to Instructions 

| To help readers follow the instructions in this article, 
we use two different typefaces: 
= Boldface type is used to identify the names of 


icons, agendas and URLs. 
@ Sans serif type shows commands and instructions 


users should type into the cong and the names 
of files. 





FORMAT MANY EXCEL WORKSHEETS WITH 
A SINGLE CLICK 


Q. Every month I have to custom-format 24 worksheets 
with a complex layout, and it’s tedious doing them one at 
a time. Is there some way to do it more efficiently? 


A. Yes, you can group the worksheets so that any action 
performed on one automatically affects all the others. 
When the tabs are contiguous—that is, lined up next to 
each other—you can group them by clicking on the first 
tab and then, while holding down the Shift key, clicking 
on the last tab. If they are not contiguous, hold down the 
Ctrl key and click on each sheet you want grouped. 

Now do your page setup in any 
of the grouped worksheets, and all 
the others will be similarly format- 
ted. When finished, you must un- 
group your sheets or any data 
added to one will be added to the 
others. To ungroup, click on any 
sheet not in the group or right- 
click on a sheet tab and select Un- 
group (see screenshot at right). 


7 Ungroup Sheets 


| Move or Copy... 
_) Select All Sheets 
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Since you have to repeat the process monthly, another 
possibility is to create a template of the 24-worksheet file. 
That way you'll only have to do the format once. To cre- 
ate a template, set up a new file with all 24 sheets format- 
ted, then click on Save As to generate this screen: 














Give a name to the file and click on Template (*.xIt) 
and then on Save. Now, whenever you need the file, 
click on New in the toolbar and the template name will 
appear on your right. Click on it and you're in business. 


PROGRAM EXCEL TO ALERT YOU TO A DEADLINE 


Q. One of my tasks is to keep track of due dates for cer- 
tain financial statements in Excel, and since the dates are 
embedded in the statements, I’d like to program Excel to 
alert me when a deadline is approaching. Do you have 
any suggestions? 


A. There are several ways to do that, but by far the easiest 
is to use the IF and TODAY functions. Here’s how. 
Assume the due date is in cell A3 and you want an 
alert five days in advance. In column B add this formula: 
=IF(A3<(TODAY()+5),,ALERT: DUE DATE”,””) 
The formula checks A3, and if the current date is at 
least five days away, it will display the alert. To make it 
more prominent, consider 
coloring the alert cell red 10/25/04 cee 
(see screenshot at right). eae 








7 BUH MN ty.) 


oa. | cal Year 


To add a little pizzazz to the worksheet, you can pro- 
gram Excel to post the current date above the two 
columns. And so it’s clear the posted date is today’s date, 
and not some other due date, use a little Excel trick to 
combine both the current date and a brief text descrip- 
tion, such as “Today is.” To do that, we’ll use a simple 
string formula: 

="Today is” & TEXT(NOW(),’dddd, mmm dd, yyyy”) 

The final prod- fF 
uct looks like this: 





DISPLAY A WORKSHEET’S ROW AND COLUMN LABELS 


Q. When I’m working on a large spreadsheet with labels 
running down column A, I use Freeze to keep the labels 
in view no matter how far I scroll to the right. But if I 
also have labels across row 1, how can I keep both sets of 
labels in view? 


A, ie really quite simple but not very intuitive. Let’s use 
the worksheet below to illustrate. 





If you highlight row 2 and then click on Windows, 
Freeze Panes, the labels for the four quarters and the fis- 
cal year will always stay in view no matter how far down 
you move the cursor (see screenshot below). Notice the 
heavy black line above Gross profit: That’s the dividing 
line between cells always in view (above the line) and 
those that disappear when you move the cursor down. 
Quarter 4 Fiscal Year 


Quarter1  Quarter2 Quarter3. 








However, column A labels will be lost when you move 
the cursor to the right. To also keep them in view, return 
to Windows and click on Unfreeze. 


eS. TTS 803 $ 3,075 


Now highlight cell B2, which is the intersection of the 
two freeze points. If we freeze at that point, all the cells 
above it and to the left of it will always remain in view 








(see screenshot at 
right). 





MAKE THE TASKBAR ALWAYS SHOW ALL OPEN FILES 


Q. When I have several Excel files open, only the first 
one shows in my taskbar. However, when I open several 
Word files, they all show. What’s going on here? 


A. Windows works in mysterious ways. When I started 
to examine your question, I, too, was baffled for a few 
minutes. Of course you can control whether multiple files 
display in the taskbar: All you do is click on Tools, Op- 
tions and the View tab and then place a check in the 
Windows in Taskbar box. 

















[/] smart tags 
Animated text 
Horizontal scroll bar 
[V] Vertical scroll bar 


[J startup Task Pane 
Highlight 

[A] Bookmarks 

[] Stotus bar 


But I did not realize that setting the option in one Mi- 
crosoft application does not also trigger it in all of them. 
So if you want all Excel files to show, run the same proce- 
dure in Excel. 


A BETTER SOLUTION: CUSTOM-PRINT VIEWS IN EXCEL 
When a reader asked how to create a group of custom 
views of a spreadsheet (JofA, Jul.04, page 96), I suggested 
he give each section of the worksheet a unique name, 
which can be recalled by selecting it from the Name Box 
drop-down list. But Joey Brannon, CPA, of Bradenton, 
Florida, reminded me of a better solution. 

By using Custom Views (View, Custom Views) you 
can create many custom snapshots and also temporarily cus- 
tomize a section of a spreadsheet, give that view a name, show 
or print it and then return the format to its original state. 

For example, start with this section of a spreadsheet: 


Sales returns & 


Quarter 3 1,500 


a 
6,000 


First I want to show and print the results of all four 
quarters and the fiscal year; then I want to show and print 
only the third and fourth quarters and (continued on page 98) 


career ts 
Quarters | § 
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Checklists and Illustrative Financial Statements 


These publications help you comply with disclosure requirements including industry-specific disclosures. They are invaluable 


to anyone who prepares or reports on financial statements and reports. 








All of the material has been updated to reflect AICPA, FASB and GASB pronouncements and interpretations, and where 


applicable, certain SEC regulations. 


e Common Interest Realty Associations 
e Corporations 
¢ Defined Benefit Pension Plans 
¢ Defined Contribution Pension Plans 
e Depository and Lending Institutions 
e Health and Welfare Benefit Plans 
¢ Health Care Organizations 
e Life and Health Insurance Companies 
¢ Not-for-Profit Organizations 
¢ Property & Liability Insurance Companies 
¢ State and Local Governments 

Each Checklist 


AICPA Member $32.00 Nonmember $40.00 


Supplements to Corporations Checklist: 
e Construction Contractors 
e Investment Companies 
e Real Estate Ventures 


Each supplement 
AICPA Member $19.00 


Post Binder 
007921CNO3 
AICPA Member $22.40 


AICPA Webcasts _ 


a Webcasts are live, high alls 
Wet 


Nonmember $23.75 


Nonmember $28.00 


1st Quarter 
March 16, 2005 
1:00 pm — 3:00 pm ET 





CPWBCO3160500I 
$79.00 





: ored tr ight from your d ces 0p, he 


SEC Quarterly Update Series 2005 — 


Recommended CPE Credit: 2 


OO8905CNO3 
OO08935CNO3 
O008994CNO3 
OO9S004CNO3 

008914CNO3 

009014CNO3 
009024CNO3 
OO895SCNO3 
O008984CNO3 
OO8965CNO3 
O009034CNO3 


O008925CNO3 
O008945CNO3 
008975CNO3 


Group Training Offer: 

Purchase access for 5 participants 
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For more information or to register, log onto 
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et expert guidance from the best financial reports. 


Mccounting Trends & Techniques provides CPAs with a wealth of information not found anywhere else. For instance, there are highlights 
bf financial reports from 600 different companies which give you an exclusive opportunity to compare your financial reporting methods 
: ith those of your peers in the industry. Every aspect of today’s economic environment, business and market 
bonditions and financial reporting practices are covered in this unique reference. 


“4ccounting Trends & Techniques presents a selection of new accounting practices along with 

individualized analyses. Its unique format provides answers by example, showing you how a particular 
pituation was accounted for or disclosed. With the diverse selection of annual reports from software 

pe telecommunications companies to retail and service based organizations, Accounting Trends & Techniques 


offers you a wealth of knowledge in over 650 pages. 


po04, Paperback 





io Member $119.00 Nonmember $148.75 


i @ Timesavers — Sample Forms, Checklists and Surveys for CPA Firm Management 


The AICPA and Association for Accounting Administration (AAA) have just created the single most useful firm management 
io you'll ever need. 


Timesavers is a collection of 225 interactive forms, checklists and surveys. These forms and 
checklists are actual documents supplied by some of the best-run firms in the country. 
Timesavers covers all areas of practice management, including: Practice Development — 
you'll find forms for client data information forms, client interview form, client referral forms; 
Administration — you’ll find expense forms, staff scheduling forms, consent to release 
information forms; Personnel — you'll find CPA training evaluation forms, evaluation of 
‘interview forms, job descriptions, new employee checklists, and much, much more. All of the forms, 
checklists and surveys are available as individual documents on the accompanying CD-ROM. 


2004 eee + on; ROM 
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TECHNOLOGY Q&A 


the fiscal year. Begin by highlighting the section that dis- 
plays all four quarters and click on View, Custom Views, 
evoking this screen: 


Custom Views 





Click on Add, and in the space below Views type a 
name for it: Full year. 

Now hide the first- and second-quarter results (using 
Data, Group and Outline, Hide Detail) and highlight 
the newly formatted image. Again click on View, Cus- 
tom Views and Add. Give it a name: 3rd & 4th Q, as 
shown below. 


returns a] 


See 
conrer< [¥—io[g = 6 to Ts re 
[Fiscal Year| $_6,000/$ ___-_['$ 6,000[ $ 3,000 | 
Continue to add views until you’ve covered all the 
possible presentation scenarios you require. 
Recalling a custom view is a few mouse clicks away. 
Each time you want to display or print one of the scenar- 
ios, bring up Custom Views and click on its name. 





UPDATE: MAKE TEXT ON YOUR SCREEN 
APPEAR CLEARER 
A few years ago Microsoft quietly introduced—but never 
promoted—a Windows utility designed to make the text 
on a computer screen appear clearer (JofA, Oct.03, page 
88). What Microsoft didn’t say was that the utility, 
ClearType, was really designed for liquid crystal displays 
(LCDs)—those newly popular flat screens. While the util- 
ity worked on conventional CRT (cathode ray tube) 
screens, the improvement was marginal. Now that more 
users have adopted flat screens, Microsoft has improved 
the utility and renamed it ClearType Tuner Powertoy. 

To download it, go to www.microsoft.com/windowsxp 
/downloads/powertoys/xppowertoys.mspx. 

Once loaded, it will appear as an icon (see screenshot 
below) in the Control Panel. To bring up the Control 


3 : Panel, click on Start, Set- 
eae aire tings, Control Panel. 











When you click on the icon to launch it, a wizard 
steps you through the setup, giving you a choice of several 
samples of type (see screenshot below); picking the clear- 
est triggers an automatic fine-tuning of your screen dis- 
play. The one on the left is slightly clearer. 


The Quick Brown Fox Jumps 
Over the Lazy Dog. Lorem 
| ipsum dolor sit amet, 
| consectetuer adipiscing elit, 
sed deim nonummy nibh 
euismod tincidunt up lacreet 
dolore magna aliguam 


Over the Lazy Dog. Lorem 
ipsum dolor sit amet, 

consectetuer adipiscing elit, 
sed deim nonummy nibh 


dolore magna aliguam 





SHORTCUTS 

w Excel: A quick way to move from one worksheet to an- 
other in a file with many worksheets: Press Ctrl+Page Up 
to move to the left or Page Down to move to the right. 

w Excel: If you want more than one Coa a a 
line of text in a single cell, force a line 
return by pressing Altt+Enter. 
w Excel and Word: A fast way to copy formatting or styles to 
multiple parts of a document or worksheet: Click on the 
word or number whose formatting you want to duplicate, 
click twice on the Format Painter, which looks like a pasnt- 
brush, then just click on any numbers or text you want sim- 
ilarly formatted. But don’t forget to disengage it by pressing 
Esc or it will continue to reformat everything you click on. 
For a one-time copy, click once on the Format Painter. 

= Google: If you know only part of a URL, you can still 
find what you want by typing allinurl: and then the frag- 
ment in the search box. Typing allinurl: CPA, for example, 
will bring up the CPA exam website, www.cpa-exam.org, 


and all other web addresses that include ““CPA.” a 






STANLEY ZAROWIN, a former JofA senior editor, is now a 
contributing editor to the magazine. His e-mail address is 
zarowin@mindspring.com. 


Do you have technology questions for this column? Or, Weare 
reading an answer, do you have a better solution? Send them — 
to contributing editor Stanley Zarowin via e-mail ait: 
zarowin@mindspring.com or regular mail at the Journal of Ace J 
countancy, 201 Plaza Three, Harborside Financial Center, Jer- i 
sey City, NJ 07311-3881. . 
Because of the volume of mail, we regret we cannot indi- _ 
vidually answer submitted questions. However, if a reader's — 
question has broad interest, we will answer it in a Technology vl 
Q&A column. 
On occasion you may find you cannot implement a me 
tion I describe in this column. More often than not it’s be- 
cause not all functions work in every operating system or | 
application. I try to test everything in the 2000 and XP edi- _ 
tions of Windows and Office. It’s virtually impossible to test : 
them in all editions and it’s equally difficult to find out which — 
_ editions are incompatible with a function. I apologize for the | 
inconvenience. @ 
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The Quick Brown Fox Jumps 


euismod tincidunt up lacreet 
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Inside AICPA 


Brezik lauded for PFP contributions... AICPA and Accountemps offer 








Institute Honors Brezik 
for PFP Service, 


Enhances Web Site 

onnie A. Brezik, CPA/PFS, 

was named winner of the 2004 
AICPA Distinguished Service 
Award in January at the Personal 
Financial Planning (PFP) Technical 
Conference in Puerto Rico. Brezik, 
who earlier headed the committee 
that plans the annual conference, is 
a former member of the AICPA’s 
PFP Executive Committee, PFP 
Member Services Task Force and 
Member Retirement Committee. 
Both Worth magazine and Account- 
ing Today identified her three times 
as one of the nation’s most promi- 
nent financial advisers. Her firm, 
Asset Strategies Inc., has offices in 
Scottsdale, Arizona; Avon, Con- 
necticut; New York City;*and 


scholarships... Member dues requested...Directory of member services 





AICPA student affiliate members 
majoring in accounting, finance or 
information systems in full-time 
undergraduate or graduate pro- 
grams and must have completed the 
equivalent of 30 semester hours and 
achieved a 3.0 grade point average. 
A committee of Accountemps and 
AICPA representatives will select 
recipients on the basis of scholastic 
achievement, leadership, future ca- 
reer interests, letters of recommen- 
dation and an essay. Applications, 
which must be received at the 
AICPA by April 1, can be down- 
loaded at www.aicpa.org/download/ 
nolimits/become/ships/accountemps 
aicpa_app.pdf. 


Dues Reminder to 
Members 


ecause the Institute’s fiscal year 








Connie A. Brezik, CPA/PFS, who has been 
identified as one of the nation’s top financial 
advisers, recently was recognized by the AICPA 
for her contributions to the profession. 





2004-2005 billing cycle is end- 
ing, it’s urgent that members who 
have not paid their AICPA dues do 





Casper, Wyoming. 
Also at the conference, the Insti- 
tute introduced an improved ver- 






sion of its PFP Web site (www.aicpa. 

org/PFP), which offers continually up- 
dated guidance for CPA financial plan- 
ners providing investment planning, 
insurance and risk management, per- 
sonal income tax planning, disaster 
preparedness and recovery, retirement 
and estate planning and elder care ser- 
vices. While AICPA members have 
access to certain of the site’s resources, 
only PFP section members can use 
them all. To enroll in the section, go to 
www.cpa2biz.com or call 888-777-7077. 
The site also includes information on 
practice management and members’ 





responsibilities to the public, a confer- 
ence calendar, Webcasts on practical 
topics, listings of relevant state society 
events and a database of all CPAs hold- 
ing the PFS designation so consumers 
can locate a practitioner near them. 


Scholarship Nominees 
Sought 


he AICPA and Accountemps are 
accepting applications for two 
$2,500 scholarships to be awarded in 
the fall of 2005. Applicants must be 


March 2005 


so immediately. Membership bene- 
fits include discounts on products and 
other valuable resources, as well as 
professional guidance and support dur- 
ing this time of unprecedented regula- 
tory change. Members who haven’t 
received an AICPA renewal notice in 
the mail can pay their dues by phone 
at 888-333-5110 or by logging on at 
www.aicpa.org/about/dues.htm. Those 
not registered online should have their 
AICPA member number at hand. It 
consists of the last eight digits on the 
top line of their Journal of Accountancy 
mailing label. & 
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Issue Comment 

Date Title or Description Deadline 

FASB 

6/23/04 Fair Value Measurements 9/7/04 

6/17/04 Accounting for Conditional Asset Retirement 8/1/04 
Obligations—an interpretation of FASB Statement 
No. 143 

12/15/03 Earnings per Share—an amendment of FASB 4/13/04 
Statement No. 128 

12/15/03 Accounting Changes and Error Corrections— 4/13/04 
a replacement of APB Opinion No. 20 and FASB 
Statement No. 3 

6/10/03 Qualifying Special-Purpose Entities and Isolation of = 7/31/03 
Transferred Assets—an amendment of FASB 
Statement No. 140 

10/27/00 Proposed Amendment to FASB Concepts Statement 3/31/01 
No. 6 to Revise the Definition of Liabilities, an 
Amendment of FASB Concepts Statement No. 6 

10/27/00 Accounting for Financial Instruments with 3/31/01 
Characteristics of Liabilities, Equity, or Both 

12/14/99 Reporting Financial Instruments and Certain 5/31/00 
Related Assets and Liabilities at Fair Value 
(preliminary views) 

2/23/99 Consolidated Financial Statements: Purpose and 5/24/99 
Policy 

AcSEC (AICPA) 

11/29/04 Proposed Statement of Position, Accounting by 1/7/05 
Insurance Enterprises for Deferred Acquisition 
Costs on Internal Replacements 

6/19/03 Proposed Statement of Position, Allowance for 9/19/03 
Credit Losses 

3/14/03 Proposed Statement of Position, Accounting by 5/14/03 
Insurance Enterprises for Deferred Acquisition 
Costs on Internal Replacements Other Than Those 
Specifically Described in FASB Statement No. 97 

12/17/02 Proposed Statement of Position, Clarification of 3/31/03 
the Scope of the Audit and Accounting Guide 
Audits of Investment Companies and Accounting 
by Parent Companies and Equity Method Investors 
for Investment in Investment Companies 

ASB (AICPA) 

1/12/05 Proposed Statement on Auditing Standards: 5/15/05 
Audit Documentation 

3/18/03 Proposed Statement on Auditing Standards, 5/30/03 


Communication of Internal Control Related 
Matters Noted in an Audit 





New additions appear in bold type. 


ae ee eee 
Exposure Drafts Outstanding 


(This list was compiled as of February 1, 2005. For exposure drafts issued after that date, consult The CPA Letter. 
Note: The policy for updating the list of exposure drafts is that a document should remain on the list until a final document has 
been issued or the project has been dropped. However, no comments will be received after the comments deadline has expired. 
The list is not all-inclusive but is intended to present the exposure drafts of particular interest to professional accountants.) 


Issue 
Date 


3/18/03 


4/1/03 


12/2/02 


OTHER (AICPA) 


9/20/04 


11/15/02 


Comment 
Deadline 


5/15/03 


Title or Description 


Proposed Statements on Auditing Standards and 
Statement on Standards for Attestation Engagements 
Related to Internal Control: Auditing an Entity’s 
Internal Control Over Financial Reporting in 
Conjunction With the Financial Statement Audit; 
Amendment to Statement on Auditing Standards 
No. 100, Interim Financial Information; and 
Reporting on an Entity’s Internal Control over 
Financial Reporting” 


Proposed Statement on Auditing Standards, 5/15/03 
Sarbanes-Oxley Omnibus Statement on Auditing 


Standards* 


Proposed Statements on Auditing Standards: 4/30/03 
Amendment to Statement on Auditing Standards 
No. 95, Generally Accepted Auditing Standards; 
Audit Evidence; Audit Risk and Materiality in 
Conducting an Audit; Planning and Supervision; 
Understanding the Entity and Its Environment and 
Assessing the Risks of Material Misstatement; 
Performing Audit Procedures in Response to 
Assessed Risks and Evaluating the Audit Evidence 
Obtained; and Amendment to Statement on 
Auditing Standards No. 39, Audit Sampling 


XBRL US Financial Reporting Taxonomy 11/19/04 


Framework 


Proposed Tax Standards Interpretation 1-2, “Tax 4/30/03 
Planning,” of Statement on Standards for Tax 


Services No. 1, Tax Return Positions 





11/1/01 


AICPA/NASBA Uniform Accountancy Act and 
Uniform Accountancy Act Rules 


12/31/01 





3/7/01 


SEC 
4/15/04 


3/11/04 


Statement on Standards for Continuing Professional 8/1/01 


Education Programs 


Use of Form S-8 and Form 8-K by Shell Companies; 
Release No. 34-49566 


6/7/04 


First-Time Application of International Financial 4/19/04 
Reporting Standards; Release Nos.: 33-8397; 

34-49403; International Series Release No. 1274 

(See Correction 3/18/04; Release Nos. 33-8397A; 


34-49403A; International Series Release No. 1274A) 





6/26/02 


Framework for Enhancing the Quality of Financial 9/3/02 
Information Through Improvement of Oversight 
of the Auditing Process; Release Nos. 33-8109; 


34-46120; 35-27543; LA-2039; IC-25624 
(continued on page 102) 





*This exposure draft has been submitted to the Public Company Accounting 
Oversight Board for its consideration as auditing and attestation standards. 
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Issue Comment 
Date Title or Description Deadline 
5/10/02 Disclosure in Management’s Discussion and Analysis = 7/19/02 
about the Application of Critical Accounting 
Policies (Release Nos. 33-8098; 34-45907) 
4/12/02 Form 8-K Disclosure of Certain Management 6/24/02 
Transactions; Release No. 33-8090 
4/12/02 Form 8-K Disclosure of Certain Management 6/24/02 
Transactions; Release No. 34-45742 
2/18/00 SEC Concept Release: International Accounting 5/23/00 
Standards 
1/21/00 Supplementary Financial Information 4/17/00 
GASB 
12/10/04 Accounting for Termination Benefits 3/11/05 
6/23/04 Communication Methods 9/30/04 
IFAC 
11/9/04 International Guidelines on Environmental 2/28/05 
Management Accounting (EMA) 
10/5/04 Proposed Revised Code of Ethics for 11/30/04 
Professional Accountants 
9/23/04 Policy Statement, “Clarifying Professional 12/31/04 
Requirements in International Standards” and 
Consultation Paper, “Improving the Clarity and 
Structure of IAASB Standards and Related 
Considerations for Practice Statements” 
9/23/04 — ISA 230 (Revised), “Audit Documentation” 1/31/05 
and amendments to ISA 330, “The Auditor’s 
Procedures in Response to Assessed Risks” and 
ISQC 1, “Quality Control for Firms that Perform 
Audits and Reviews of Historical Financial and 
Other Assurance and Related Services Engagements” 
7/14/04 Preface to the International Standards on Quality 10/15/04 


Control, Auditing, Assurance and Related Services— 
IAASB Due Process and Working Procedures 








FASB— 


GASB— 








AICPA— 


IFAC— 


102 


JOURNAL of ACCOUNTANCY 


| ue a 


The initials stand for the following organizations. Exposure drafts are available online at the Web addresses 
below or copies may be obtained at the address in parentheses (unless otherwise indicated). 


Financial Accounting Standards Board (Order Department, Financial 
Accounting Standards Board, 401 Merritt 7, RO. Box 5116, Norwalk, 
CT 06856-5116); also available online at www.fasb.org 


Governmental Accounting Standards Board (Order Department, 
Governmental Accounting Standards Board, 401 Merritt 7, 

PO. Box 5116, Norwalk, CT 06856-5116); also available online at 
www.gasb.org 

American Institute of CPAs (American Institute of Certified Public 
Accountants, Harborside Financial Center, 201 Plaza Three, Jersey 
City, NJ 07311-3881). AICPA publishes exposure drafts exclusively 
on the Web site at www.aicpa.org. Print copies are not available. 
International Accounting Standards Board (International Accounting 
Standards Board, 30 Cannon Street, London EC4M 6XH, United 
Kingdom), also available online at www.iasb.org.uk 

International Federation of Accountants (International Federation of 
Accountants, 545 Fifth Avenue, 14th Floor, New York, NY 10017); 
also available online at www.ifac.org 


EXPOSURE DRAFTS OUTSTANDING 
































Issue Comment 

Date Title or Description Deadline 

1/20/04 Revenue from Non-Exchange Transactions 6/30/04 
(Including Taxes and Transfers) 

1/20/04 Accounting for Social Policies of Governments 6/30/04 
12/23/03 ISA 600 (Revised), “The Work of Related Auditors 3/31/04 
and Other Auditors in the Audit of Group Financial 

Statements” and IAPS, “The Audit of Group 
Financial Statements” 
12/22/03 ISA700 (Revised), “The Independent Auditor's 3/31/04 
Report on a Complete Set of General Purpose 
Financial Statements” ISA 200, “Objective and 
General Principles Governing an Audit of Financial 
Statements” Amendment to ISA 210, “Terms of 
Audit Engagements” Conforming Amendments 
11/11/03 Revision to Code of Ethics for Professional 
Accountants 2/15/04 
7/18/03 Proposed Revised Code of Ethics for Professional 11/30/03 
Accountants 
6/24/03 Proposed International Standard on Auditing: 9/30/03 
“Review of Interim Financial Information 
Performed by the Auditor of the Entity” 
FASAB 
4/26/04 — Inter-Entity Cost Implementation: Amending 7/31/04 
SFFAS 4, “Managerial Cost Accounting Standards 
and Concepts” 
8/20/03 Heritage Assets and Stewardship Land: 117 10/03 
Reclassification from Required Supplementary 
Stewardship Information 
4/21/03 Accounting for Fiduciary Activities 7/31/03 
GAO 
10/6/04 Guidance on GAGAS Requirements for 11/30/04 
Continuing Professional Education 
PCAOB 










At the present time PCAOB exposure drafts have very short comment 
periods. A list of outstanding PCAOB exposure drafts is available online at 
www.pcaobus.org. 


SEC— Securities and Exchange Commission (Securities and Exchange 
Commission, 450 5th Street, N.W., Washington, DC ee 


also available online at www.sec.gov | 


Federal Accounting Standards Advisory Board (Federal Accounting 
Standards Advisory Board, 441 G Street, N.W., Suite 6814, 
Washington, DC 20548); also available online at www.fasab.gov 


US. Government Accountability Office (Government Auditing 
Standards Comments, Marcia B. Buchanan, U.S. General 
Accounting Office, Room 5089, 441 G Street, N.W., Washington, 
DC 20548); www.gao.gov 


PCAOB— Public Company Accounting Oversight Board, 1666 K Street, N. W., 
Washington, DC 20006-2803; info@pcaobus.org 


FASAB— 


GAO— 


AICPA TECHNICAL HOTLINE 
The Technical Information Service answers inquiries about specific aud or 
accounting problems. Call toll-free 888-777-7077 or e-mail query to 
aahotline@aicpa.org. This service is free to AICPA members. 
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Official Releases 


FPO: L52.cFASB) No. 1'53):GASB No. 46... 
Auditing Interpretations...Attestation Interpretation 


Space considerations prevent publishing here the ap- 
pendices to FASB Statement nos. 152 and 153. 
Since the appendices often are important to under- 
standing FASB statements, readers are advised to 
obtain complete copies. For additional copies of 
FASB statements and/or information on applicable 
prices and discount rates, contact the FASB order de- 
partment, 401 Merritt 7, RO. Box 5116, Nor- 
walk, Connecticut 06856-5116. Telephone: 
800-748-0659. 


Statement of Financial Accounting 
Standards No. 152—Accounting for 


Real Estate Time-Sharing Transactions 
(An amendment of EASB Statements No. 66 and 67) 


SUMMARY 
This Statement amends FASB Statement No. 
66, Accounting for Sales of Real Estate, to refer- 
ence the financial accounting and reporting 
guidance for real estate time-sharing transac- 
tions that is provided in AICPA Statement of 
Position (SOP) 04-2, Accounting for Real Estate 
Time-Sharing Transactions. This Statement also 
amends FASB Statement No. 67, Accounting for 
Costs and Initial Rental Operations of Real Estate 
Projects, to state that the guidance for (a) inci- 
dental operations and (b) costs incurred to sell 
real estate projects does not apply to real estate 
time-sharing transactions. The accounting for 
those operations and costs is subject to the 
guidance in SOP 04-2. 

This Statement is effective for financial state- 
ments for fiscal years beginning after June 15, 


2005. 


CONTENTS 

Introduction/1—2 

Standards of Financial Accounting and 
Reporting: Amendments to Existing 

Pronouncements/3-4 

Effective Date and Transition/5 

Appendix: Background Information and Basis 
for Conclusions/A1—A6 


INTRODUCTION 

1. FASB Statements No. 66, Accounting for Sales 
of Real Estate, and No. 67, Accounting for Costs 
and Initial Rental Operations of Real Estate Projects, 





Copyright © 2004 by Financial Accounting Stan- 
dards Board. All rights reserved. No part of this pub- 
lication may be reproduced, stored in a retrieval sys- 
tem, or transmitted, in any form or by any means, 


electronic, mechanical, photocopying, recording, or oth- 


erwise, without the prior written permission of the Fi- 
nancial Accounting Standards Board. 


were issued in 1982 as part of the process of ex- 
tracting specialized accounting and reporting 
principles and practices from AICPA Statements 
of Position (SOPs) and AICPA Industry Ac- 
counting Guides (Guides) and issuing them in 
FASB Statements after appropriate due process. 
Statement 66 established the financial account- 
ing and reporting standards for sales of real es- 
tate. Statement 67 established the financial ac- 
counting and reporting standards for the 
acquisition, development, construction, selling, 
rental costs, and initial operations of real estate 
projects. In its deliberations of Statement 66, the 
Board acknowledged that sales of time-sharing 
interests were not addressed in the SOPs and 
Guides. The Board concluded that the sales of 
real estate time-sharing interests should be ac- 
counted for as sales of real estate using the oth- 
er-than-retail-land-sales model and that further 
guidance should not be provided at that time. 

2. In the years following the issuance of State- 
ments 66 and 67, changes in the methods used 
by the real estate time-sharing industry to offer 
its products resulted in divergent accounting 
practices including practices associated with 
revenue recognition, recording of credit losses, 
and the treatment of selling costs. In response, 
the AICPA’s Accounting Standards Executive 
Committee developed SOP 04-2, Accounting for 
Real Estate Time-Sharing Transactions, which ap- 
plies to all real estate time-sharing transactions. 
This Statement amends Statements 66 and 67 
in association with the issuance of SOP 04-2. 


STANDARDS OF FINANCIAL ACCOUNTING 
AND REPORTING 


Amendments to Existing Pronouncements 

3. FASB Statement No. 66, Accounting for Sales 

of Real Estate, is amended as follows (added text 

is underlined): 

a. Paragraph 2: 
Although this Statement applies to all sales of 
real estate, many of the extensive provisions 
were developed over several years to deal 
with complex transactions that are frequently 
encountered in enterprises that specialize in 
real estate transactions. The decision trees in 
Appendix F highlight the major provisions of 
the Statement and will help a user of the 
Statement identify criteria that determine 
when and how profit is recognized. Those 
using this Statement to determine the ac- 
counting for relatively simple real estate sales 
transactions will need to apply only limited 
portions of the Statement. The general re- 
quirements for recognizing all of the profit 
on a nonretail land sale at the date of sale are 
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set forth in paragraphs 3-5 and are highlight- 
ed on the first decision tree. Paragraphs 6-18 
elaborate on those general provisions. Para- 
graphs 19-43 provide more detailed guid- 
ance for a variety of more complex transac- 
tions. Real estate time-sharing transactions 
should be accounted for as nonretail land 
sales. AICPA SOP 04-2, Accounting for Real 
Estate Time-Sharing Transactions, provides ad- 


ditional guidance on the accounting for real 


estate time-sharing transactions. 
4. FASB Statement No. 67, Accounting for Costs 


and Initial Rental Operations of Real Estate Projects, 

is amended as follows: 

a. Paragraph 2: 
This Statement does not apply to: 
a. Real estate developed by an enterprise for 
use in its own operations,’ other than for sale 
or rental. 
b. “Initial direct costs” of sales-type, operat- 
ing, and other types of leases, which are de- 
fined in FASB Statement No. 91, Accounting 
for Nonrefundable Fees and Costs Associated with 
Originating or Acquiring Loans and Initial Direct 
Costs of Leases. The accounting for initial di- 
rect costs is prescribed in FASB Statement 
No. 13, Accounting for Leases, as amended by 

. Statement 91 and FASB Statement No. 98, 

Accounting for Leases: Sale-Leaseback Transac- 
tions Involving Real Estate, Sales-Type Leases of 
Real Estate, Definition of the Lease Term, and 
Initial Direct Costs of Direct Financing Leases. 
c. Costs directly related to manufacturing, 
merchandising, or service activities as distin- 
guished from real estate activities. 

Paragraphs 20—23 of this Statement do not 
apply to real estate rental activity in which 
the predominant rental period is less than one 
month. Paragraphs 10 and 17—19 of this 
Statement do not apply to real estate time- 
sharing transactions. AICPA Statement of 


Position 04-2, Accounting for Real Estate Time- 
Sharing Transactions, provides guidance on the 


accounting for those transactions. 


EFFECTIVE DATE AND TRANSITION 
5. This Statement shall be effective for financial 
statements for fiscal years beginning after June 
15, 2005. Restatement of previously issued fi- 
nancial statements is not permitted. 








The provisions of this Statement need 
not be applied to immaterial items. 





This Statement was adopted by the unanimous vote 
of the seven members of the Financial Accounting 
Standards Board: 
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Robert H. Herz, Chairman 
George J. Batavick 

G. Michael Crooch 

Gary S. Schieneman 
Katherine Schipper 

Leslie E Seidman 

Edward W. Trott 





Statement of Financial Accounting 
Standards No. 153—Exchange of 


Nonmonetary Assets 
(An amendment of APB Opinion No. 29) 


SUMMARY 

The guidance in APB Opinion No. 29, Ac- 
counting for Nonmonetary Transactions, is based on 
the principle that exchanges of nonmonetary 
assets should be measured based on the fair val- 
ue of the assets exchanged. The guidance in 
that Opinion, however, included certain excep- 
tions to that principle. This Statement amends 
Opinion 29 to eliminate the exception for non- 
monetary exchanges of similar productive assets 
and replaces it with a general exception for ex- 
changes of nonmonetary assets that do not have 
commercial substance. A nonmonetary ex- 
change has commercial substance if the future 
cash flows of the entity are expected to change 
significantly as a result of the exchange. 


Reasons for Issuing This Statement 

This Statement is the result of a broader effort 
by the FASB to improve the comparability of 
cross-border financial reporting by working 
with the International Accounting Standards 
Board (IASB) toward development of a single 
set of high-quality accounting standards. As part 
of that effort, the FASB and the IASB identified 
opportunities to improve financial reporting by 
eliminating certain narrow differences between 
their existing accounting standards. The ac- 
counting for nonmonetary exchanges was iden- 
tified as an area in which the U.S. standard 
could be improved by eliminating certain dif- 
ferences between the measurement guidance in 
Opinion 29 and that in IAS 16, Property, Plant 
and Equipment, and IAS 38, Intangible Assets. 


How the Changes in This Statement Improve 
Financial Reporting 

Opinion 29 provided an exception to the basic 
measurement principle (fair value) for exchanges 
of similar productive assets. That exception re- 
quired that some nonmonetary exchanges, al- 
though commercially substantive, be recorded 
on a carryover basis. This Statement eliminates 
the exception to fair value for exchanges of sim- 
ilar productive assets and replaces it with a gen- 
eral exception for exchange transactions that do 
not have commercial substance—that is, transac- 
tions that are not expected to result in significant 
changes in the cash flows of the reporting entity. 
By focusing the exception on exchanges that 
lack commercial substance, the Board believes 
this Statement produces financial reporting that 
more faithfully represents the economics of the 
transactions. Moreover, in making that amend- 
ment, the Board decided to use language that is 
similar to that used in IAS 16, noting that doing 
so would promote more consistent application 
of the requirements of those standards. 
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_ INTRODUCTION 


1. This Statement addresses the measurement of 
exchanges of nonmonetary assets. It eliminates 
the exception from fair value measurement for 
nonmonetary exchanges of similar productive 
assets in paragraph 21(b) of APB Opinion No. 
29, Accounting for Nonmonetary Transactions, and 
replaces it with an exception for exchanges that 
do not have commercial substance. This State- 
ment specifies that a nonmonetary exchange 
has commercial substance if the future cash 
flows of the entity are expected to change sig- 
nificantly as a result of the exchange. 


STANDARDS OF FINANCIAL ACCOUNTING 
AND REPORTING 


Amendments to Opinion 29 

2. Opinion 29 is amended as follows: [Added 

text is underlined and deleted text is struck out.] 

a. Paragraph 3(c) and its related footnote 3: 
Exchange (or exchange transaction) is a reciprocal 
transfer between an enterprise and another 
entity that results in the enterprise’s acquiring 
assets or services or satisfying liabilities by sur- 
rendering other assets or services or incurring 
other obligations.’ A reciprocal transfer of a 
nonmonetary asset shall be deemed an ex- 
change only if the transferor has no substan- 


tial continuing involvement in the transferred 
asset such that the usual risks and rewards of 


ownership of the asset are transferred. 





b. Paragraph 4, as amended by FASB State- 
ments No. 71, Accounting for the Effects of Certain 
Types of Regulation, and No. 141, Business Com- 
binations: 
This Opinion does not apply to the follow- 
ing transactions: 
a. A business combination accounted for 
by an enterprise according to the provisions 
of FASB Statement No. 141, Business Combi- 
nations, * 
b. A transfer of nonmonetary assets solely be- 
tween companies or persons under common 
control, such as between a parent company 
and its subsidiaries or between two subsidiary 
corporations of the same parent, or between 
a corporate joint venture and its owners, 
c. Acquisition of nonmonetary assets or ser- 
vices on issuance of the capital stock of an 
enterprise,* and 
d. Stock issued or received in stock dividends 
and stock splits which are accounted for in 
accordance with ARB No. 43, Chapter 7B, 


e. A transfer of assets to an entity in ex- 
change for an equity interest in that entity, 
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Cc. 


intended to find, develop, or produce oil or 
gas from a particular property or group of 
properties, as described in paragraph 44 of 
FASB Statement No. 19, Financial Accounting 
and Reporting by Oil and Gas Producing Com- 
panies, as amended by FASB Statements No. 
144, Accounting for the Impairment or Disposal 
of Long-Lived Assets, No. 145, Rescission 


of EASB Statements No. 4, 44, and 64, 
Amendment of EASB Statement No. 13, and 


of Nonmonetary Assets, 

g. The exchange of a part of an operating 
interest owned for a part of an operating in- 
terest owned by another party that is subject 
to paragraph 47(e) of Statement 19, and 


h. The transfer of a financial asset within the 
scope of FASB Statement No. 140, Account- 


ing for Transfers and Servicing of Financial Assets 
and Extinguishments of Liabilities. 


Fe wa : 
Sere Hee ROTH Pere Ete 
Some exchanges of nonmonetary assets in- 
volve a small monetary consideration, re- 
ferred to as “boot,” even though the ex- 
change is essentially nonmonetary. This 
Opinion also applies to those transactions. 
For purposes of applying this Opinion, 
events and transactions in which nonone- 
tary assets are involuntarily converted (for 
example, as a result of total or partial de- 
struction, theft, seizure, or condemnation) to 
monetary assets that are then reinvested in 
other nonmonetary assets—are monetary 
transactions since the recipient is not obligat- 
ed to reinvest the monetary consideration in 
other nonmonetary assets. 

Paragraph 20: 








A nonmonetary exchange shall be mea- 
sured based on the recorded amount (after 
reduction, if appropriate, for an indicated 
impairment of value) of the nonmonetary 
asset(s) relinquished, and not on the fair val- 
ues of the exchanged assets, if any of the fol- 
lowing conditions apply: : 

a. Fair Value Not Determinable. The fair value 


of neither the asset(s) received nor the asset(s) 

relinquished is determinable within reason- 
able limits (paragraph 25). 

b. Exchange Transaction to Facilitate Sales to 

Customers. The transaction is an exchange of 
a product or property held for sale in the or- 

dinary course of business for a product or 

property to be sold in the same line of busi- 

ness to facilitate sales to customers other than 

the parties to the exchange. 


c. Exchange Tiansaction That Lacks Commercial 
Substance. The transaction lacks commercial 


substance (paragraph 21). 





*2 An indicated impairment of value of a long- 
lived asset within the scope of Statement 144 shall 
be determined in accordance with paragraph 29 of 
that Statement. 
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d. Paragraph 21 and its related footnotes 5a 
and 6: 


of that asset rather than the use assumed by market- 
place participants. If it is determined that the transac- 


tion has commercial substance, the exchange would 


Transfers and Servicing of Financial Assets and Ex- 
tinguishments of Liabilities, is amended as follows: 
a. Paragraph 4: 


TTS TTT EEE ELE EEE ee 


Commercial Substance 


21. A nonmonetary exchange has commer- 
cial substance if the entity’s future cash flows 
58 are expected to significantly change as a re- 
sult of the exchange. The entity’s future cash 
flows are expected to significantly change if 
either of the following criteria is met: 


a. The configuration (risk, timing, and 


amount) * of the future cash flows of the as- 


set(s) received differs significantly from the 


configuration of the future cash flows of the 


asset(s) transferred. 
b. The entity-specific value ™ of the asset(s) 
received differs from the entity-specific value 
of the asset(s) transferred, and the difference 
is significant in relation to the fair values of 
the assets exchanged. 

A qualitative assessment will, in some cases, 


be conclusive in determining that the estimat- 
ed cash flows of the entity are expected to sig- 


nificantly change as a result of the exchange. 


5» FASB Concepts Statement No. 7, Using Cash Flow 
Information and Present Value in Accounting 
Measurements, contains guidance that may be useful in 
evaluating changes in future cash flows. 

5© The configuration of future cash flows is composed 


of the risk, timing, and amount of the cash flows. A 
change in any one of those elements would be a 


change in configuration. 

54 An entity-specific value (referred to as an entity- 
specific measurement in Concepts Statement 7) is dif- 
ferent from a fair value measurement. As described in 
paragraph 24(b) of Concepts Statement 7, an entity- 
specific value attempts to capture the value of an asset 
or liability in the context of a particular entity. For 
example, an entity computing an entity-specific value 
of an asset would use its expectations about its use 





be measured at fair value, rather than at the entity- 
specific value. 


21A. In the United States and some other 
tax jurisdictions, a transaction is not given ef- 


fect for tax purposes unless it serves a legiti- 
mate business purpose other than tax avoid- 
ance. In assessing the commercial substance 
of an exchange, tax cash flows that arise sole- 
ly because the tax business purpose is based 
on achieving a specified financial reporting 


result shall not be considered. 





Amendments to Other Pronouncements 


3. FASB Statement No. 19, Financial Accounting 
and Reporting by Oil and Gas Producing Compa- 
nies, is amended as follows: 

a. Paragraph 44, as amended by FASB State- 
ments No. 144, Accounting for the Impairment or 
Disposal of Long-Lived Assets, and No. 145, 
Rescission of EASB Statements No. 4, 44, and 64, 
Amendment of FASB Statement No. 13, and Tech- 
nical Corrections: 





&b-—Aln a pooling of assets in a joint under- 
taking intended to find, develop, or produce 
oil or gas from a particular property or group 
of properties, gain or loss shall not be recog- 
nized at the time of the conveyance. 
b. Paragraph 47(e): 

A part of an operating interest owned may 
be exchanged for a part of an operating in- 
terest owned by another party. The purpose 
of such an arrangement, commonly called a 
joint venture in the oil and gas industry, of- 
ten is to avoid duplication of facilities, diver- 
sify risks, and achieve operating efficiencies. 


5 

No gain or loss shall be recognized by either 
party at the time of the transaction. In some 
joint ventures which may or may not involve 
an exchange of interests, the parties may 
share different elements of costs in different 
proportions. In such an arrangement a party 
may acquire an interest in a property or in 
wells and related equipment that is dispro- 
portionate to the share of costs borne by it. 
As in the case of a carried interest or a free 
well, each party shall account for its own cost 
under the provisions of this Statement. No 
gain shall be recognized for the acquisition of 
an interest in joint assets, the cost of which 
may have been paid in whole or in part by 
another party. 

4. FASB Statement No. 140, Accounting for 


This Statement does not address transfers of 
custody of financial assets for safekeeping, 
contributions,” transfers of ownership inter- 
ests that are in substance sales of real estate, 


similer-preduetive-assets-or investments by 


owners or distributions to owners of a busi- 
ness enterprise. This Statement does not ad- 
dress subsequent measurement of assets and 
liabilities, except for (a) servicing assets and 
servicing liabilities and (b) interest-only 
strips, securities, retained interests in securi- 
tizations, loans, other receivables, or other fi- 
nancial assets that can contractually be pre- 
paid or otherwise settled in such a way that 
the holder would not recover substantially all 
of its recorded investment and that are not 
within the scope of FASB Statement No. 
133, Accounting for Derivative Instruments and 
Hedging Activities. This Statement does not 
change the accounting for employee benefits 
subject to the provisions of FASB Statements 
No. 87, Employers’ Accounting for Pensions, 
No. 88, Employers’ Accounting for Settlements 
and Curtailments of Defined Benefit Pension 
Plans and for Termination Benefits, or No. 106, 
Employers’ Accounting for Postretirement Benefits 
Other Than Pensions. This Statement does not 
change the provisions relating to leveraged 
leases in FASB Statement No. 13, Accounting 
for Leases, or money-over-money and wrap 
lease transactions involving nonrecourse debt 
subject to the provisions of FASB Technical 
Bulletin No. 88-1, Issues Relating to Account- 
ing for Leases. This Statement does not ad- 
dress transfers of nonfinancial assets, for ex- 
ample, servicing assets, or transfers of 
unrecognized financial assets, for example, 
minimum lease payments to be received un- 
der operating leases. 


5. Statement 144 is amended as follows: 
a. Paragraph 27: 


A long-lived asset to be disposed of other 
than by sale (for example, by abandonment, 
in an exchange measured based on the 


recorded amount of the nonmonetary asset 
relinquishedfere-siiterprodietretons— 


leved-asset, or in a distribution to owners in a 
spinoff) shall continue to be classified as held 
and used until it is disposed of. Paragraphs 
7-26 shall apply while the asset is classified as 
held and used. If a long-lived asset is to be 
abandoned or distributed to owners in a 
spinoff together with other assets (and liabili- 
ties), as a group and that disposal group is a 
component of an entity,”° paragraphs 41—44 
shall apply to the disposal group at the date it 
is disposed of. 


b. Paragraph 29 and its related footnote 17 and 
the heading preceding that paragraph: 


Long-Lived Asset to Be Exchanged for-a-Simi- 
‘ i or to Be Dis- 

tributed to Owners in a Spinoff 
For purposes of this Statement, a long-lived 
asset to be disposed of in an exchange mea- 
sured based on the recorded amount of the 
nonmonetary asset relinquishedexehanged 
aH i : or to 
be distributed to owners in a spinoff is dis- 
posed of when it is exchanged or distributed. 
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If the asset (asset group) is tested for recover- 
ability while it is classified as held and used, 
the estimates of future cash flows used in that 
test shall be based on the use of the asset for 
its remaining useful life, assuming that the 
disposal transaction will not occur. In addi- 
tion to any impairment losses required to be 
recognized while the asset is classified as held 
and used, an impairment loss, if any, shall be 
recognized when the asset is disposed of if 
the carrying amount of the asset (disposal 
group) exceeds its fair value.” 


The provisions of this paragraph apply to nonmon- 


etary exchanges that are not recorded at fair value un- 
der the provisions these-trenseettons-desestbed+s 


peregrephsatend23 of APB Opinion No. 29, Ac- 


counting for Nonmonetary Transactions, as amended.fer 


ste te Rei teehee trees! 





6. The provisions of this Statement partially 
nullify the following consensuses of the Emerg- 
ing Issues Task Force (refer to the status sections 
of those Issues): 

a. EITF Issue No. 01-2, “Interpretations of 
APB Opinion No. 29” 

b. EITF Issue No. 98-3, “Determining 
Whether a Nonmonetary Transaction Involves 
Receipt of Productive Assets or of a Business.” 


Effective Date and Transition 

7. The provisions of this Statement shall be ef- 
fective for nonmonetary asset exchanges occur- 
ring in fiscal periods beginning after June 15, 
2005. Earlier application is permitted for non- 
monetary asset exchanges occurring in fiscal 
periods beginning after the date this Statement 
is issued. The provisions of this Statement shall 


be applied prospectively. 


The provisions of this Statement need 


not be applied to immaterial items. 





This Statement was adopted by the unanimous vote 
of the seven members of the Financial Accounting 
Standards Board: 


Robert H. Herz, Chairman 
George J. Batavick 

G. Michael Crooch 

Gary S. Schieneman 
Katherine Schipper 

Leslie EF Seidman 

Edward W. Trott 





Space considerations prevent publishing here the 
appendices to GASB Statement no. 46. Since the 
appendices often are important to understanding 
GASB statements, readers are advised to obtain 
complete copies. For additional copies of GASB 
statements and/or information on applicable prices 


Copyright © 2004 by Governmental Accounting 
Standards Board. All rights reserved. No part of this 
publication may be reproduced, stored in a retrieval 
system, or transmitted, in any form or by any means, 
electronic, mechanical, photocopying, recording, or oth- 
erwise, without the prior written permission of the 
Governmental Accounting Standards Board. 
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and discount rates, contact the GASB order de- 
partment, 401 Merritt 7, RO. Box 5116, 
Norwalk, Connecticut 06856-5116. Telephone: 
800-748-0659. 


Statement No. 46 of the Governmental 
Accounting Standards Board— 
Net Assets Restricted by Enabling 


Legislation 
(An amendment of GASB Statement No. 34) 


SUMMARY 

GASB Statement No. 34, Basic Financial State- 
ments—and Management's Discussion and Analy- 
sis—for State and Local Governments, requires that 
limitations on the use of net assets imposed by 
enabling legislation be reported as restricted net 
assets. In the process of applying this provision, 
some governments have had difficulty interpret- 
ing the requirement that those restrictions be 
“legally enforceable.” The confusion over this 
phrase has resulted in a diversity of practice that 
has diminished comparability. 

This Statement clarifies that a legally en- 
forceable enabling legislation restriction is one 
that a party external to a government—such as 
citizens, public interest groups, or the judicia- 
ry—can compel a government to honor. The 
Statement states that the legal enforceability of 
an enabling legislation restriction should be 
reevaluated if any of the resources raised by the 
enabling legislation are used for a purpose not 
specified by the enabling legislation or if a gov- 
ernment has other cause for reconsideration. 
Although the determination that a particular 
restriction is not legally enforceable may cause a 
government to review the enforceability of oth- 
er restrictions, it should not necessarily lead a 
government to the same conclusion for all en- 
abling legislation restrictions. 

This Statement also specifies the accounting 
and financial reporting requirements if new en- 
abling legislation replaces existing enabling leg- 
islation or if legal enforceability is reevaluated. 
Finally, this Statement requires governments to 
disclose the portion of total net assets that is re- 
stricted by enabling legislation. The require- 
ments of this Statement are effective for finan- 
cial statements for periods beginning after June 


15, 2005. 


How the Changes in This Statement Improve 
Financial Reporting 

The clarifications in this Statement should im- 
prove the understandability and comparability 
of net asset information by making the assess- 
ment of legal enforceability more uniform 
across governments. For example, it should 
minimize the chances that a government will 
make an across-the-board determination that 
none or all of its enabling legislation restrictions 
are legally enforceable without considering each 
restriction individually. The additional account- 
ing and financial reporting guidance should 
help governments determine how to respond to 
changes in the circumstances surrounding an 
enabling legislation restriction. The disclosure 
of the amount of net assets restricted by en- 
abling legislation will allow users to distinguish 
qualifying restrictions on resource use imposed 
through a government’s own actions from other 
types of net asset restrictions. 
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Unless otherwise specified, pronounce- 
ments of the GASB apply to financial re- 
ports of all state and local governmental 
entities, including general purpose govern- 
ments; public benefit corporations and au- 


thorities; public employee retirement sys- 
tems; and public utilities, hospitals and 
other healthcare providers, and colleges 
and universities. Paragraph 2 discusses the 
applicability of this Statement. 
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INTRODUCTION 

1. The objective of this Statement is to enhance 
the usefulness and comparability of net asset in- 
formation reported by state and local govern- 
ments by clarifying the meaning of the phrase 
legally enforceable as it applies to restri- “ons 
imposed on net asset use by enabling legislation 
and by specifying the accounting and financial 
reporting requirements for those restricted 
net assets. 


STANDARDS OF GOVERNMENTAL 
ACCOUNTING AND FINANCIAL REPORTING 


Scope and Applicability 

2. This Statement establishes and modifies re- 
quirements related to restrictions of net assets 
resulting from enabling legislation. It amends 
GASB Statement No. 34, Basic Financial State- 
ments—and Management’s Discussion and Analy- 
sis—for State and Local Governments, paragraph 
34. This Statement applies to all state and local 
governments. 


Determining Legal Enforceability 

3. Legal enforceability means that a govern- 
ment can be compelled by an external party— 
such as citizens, public interest groups, or the 
judiciary—to use resources created by enabling © 
legislation only for the purposes specified by 
the legislation. Generally, the enforceability of 
an enabling legislation restriction is determined 
by professional judgment, which may be based 
on actions such as analyzing the legislation to 
determine if it meets the qualifying criteria for 
enabling legislation, reviewing determinations 
made for similar legislation of the government 
or other governments, or obtaining the opinion 
of legal counsel. However, enforceability cannot 
ultimately be proven unless tested through the 
judicial process, which may never occur. The 
determination of legal enforceability should be . 
based on the underlying facts and circumstances 
surrounding each individual restriction. The 
determination that a particular restriction is not 
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legally enforceable may lead a government to 
reevaluate the legal enforceability of similar 
enabling legislation restrictions, but should 
not necessarily lead a government to conclude 
that all enabling legislation restrictions are 
unenforceable. 


Changes in Circumstances Related to 
Enabling Legislation 

4. Ifa government passes new enabling legisla- 
tion that replaces the original enabling legisla- 
tion by establishing new legally enforceable re- 
strictions on the resources raised by the original 
enabling legislation, then from that period for- 
ward the resources accumulated under the new 
enabling legislation should be reported as re- 
stricted to the purpose specified by the new en- 
abling legislation. Professional judgment should 
be used to determine if remaining balances ac- 
cumulated under the original enabling legisla- 
tion should continue to be reported as restrict- 
ed for the original purpose, restricted to the 
purpose specified in the new legislation, or un- 
restricted. 

5. If resources are used for a purpose other than 
those stipulated in the enabling legislation or if 
there is other cause for reconsideration, govern- 
ments should reevaluate the legal enforceability 
of the restrictions to determine if the resources 
should continue to be reported as restricted. If 
reevaluation results in a determination that a 
particular restriction is no longer legally en- 
forceable, then from the beginning of that peri- 
od forward the resources should be reported as 
unrestricted. If it is determined that the restric- 
tions continue to be legally enforceable, then 
for the purposes of financial reporting, the re- 
stricted net assets should not reflect any reduc- 
tion for resources used for purposes not stipu- 


lated by the enabling legislation. 


Disclosure Requirement 

6. The amount of the primary government’s 
net assets at the end of the reporting period that 
are restricted by enabling legislation should be 
disclosed in the notes to the financial state- 
ments. 


EFFECTIVE DATE AND TRANSITION 

7. The requirements of this Statement are ef- 
fective for financial statements for periods be- 
ginning after June 15, 2005. Earlier application 
is encouraged. Accounting changes adopted to 
conform to the provisions of this Statement 
should be applied retroactively by reclassifying 
net asset information, if practical, in financial 
statements for all prior periods presented. In the 
period this Statement is first applied, the finan- 
cial statements should disclose the nature of any 
reclassification and its effect. Also, the reason for 
not reclassifying net asset information for prior 


periods presented should be explained. 


The provisions of this Statement need 


not be applied to immaterial items. 





This Statement was issued by unanimous vote of the 
seven members of the Governmental Accounting 
_ Standards Board: 


Robert H. Attmore, Chairman 
Cynthia B. Green 


William W. Holder 
Edward J. Mazur 
Paul R. Reilly 
Richard C. Tracy 
James M. Williams 





Auditing Interpretations 


Auditing Interpretations of Statements on Auditing 
Standards (SASs) are Interpretive Publications pur- 
suant to AU section 150, Generally Accepted 
Auditing Standards. Interpretive Publications are 
recommendations on the application of SASs in spe- 
cific circumstances, including engagements for entities 
in specialized industries. Interpretive Publications are 
issued under the authority of the Auditing Standards 
Board. 

The auditor should identify Interpretive Publica- 
tions applicable to his or her audit. If the auditor does 
not apply the auditing guidance included in an applic- 
able Interpretive Publication, the auditor should be 
prepared to explain how he or she complied with the 
SAS provisions addressed by such auditing guidance. 

The text of amended interpretations below has 
been marked to show changes from the existing text. 
New language is shown in boldface italics; deleted 
language is shown by strikethrough. (Interpretation 
12 and Interpretation 14 under AU section 9623 are 
amended. Interpretation 15 under section 9623 is 
new, as is Interpretation 1 under AU section 9625.) 


AU SECTION 9623 


Special Reports: Auditing Interpretations of 
Section 623 


12. Evaluation of the Appropriateness of 
Informative Disclosures in Insurance 
Enterprises’ Financial Statements Pre- 
pared on a Statutory Basis” 

-60 Question—Insurance enterprises issue fi- 
nancial statements prepared in accordance with 
accounting practices prescribed or permitted 
by insurance regulators (a “statutory basis”) in 
addition to, or instead of, financial statements 
prepared in accordance with generally accept- 
ed accounting principles (GAAP). Effective 
January 1, 2001, most states are expected to 
adopt a comprehensively updated Accounting 
Practices and Procedures Manual, as revised by the 
National Association of Insurance Commis- 
sioners’ (NAIC’s) Codification project. The 
updated Accounting Practices and Procedures Man- 
ual, along with any subsequent revisions, is re- 
ferred to as the revised Manual. The revised 
Manual contains extensive disclosure require- 
ments. As a result, after a state adopts the re- 
vised Manual, its statutory basis of accounting 
will include informative disclosures appropriate 
for that basis of accounting. The NAIC Annu- 
al Statement Instructions prescribe the finan- 
cial statements to be included in the annual au- 





1! Interpretation No. 14, Evaluating the Adequacy of 
Disclosure and Presentation in Financial Statements 
Prepared in Conformity With an Other Compre- 
hensive Basis of Accounting (OCBOA), provides in- 
terpretive guidance applicable to all OCBOA presenta- 
tions. This interpretation provides additional guidance 
regarding the appropriateness of informative disclosures in 
insurance enterprises’ financial statements prepared on a 
statutory basis. 
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dited financial report. Some states may not 
adopt the revised Manual or may adopt it with 
significant departures. How should auditors 
evaluate whether informative disclosures in fi- 
nancial statements prepared on a statutory basis 
are appropriate: 

.61 Interpretation—Financial statements prepared 
on a statutory basis are financial statements pre- 
pared on a comprehensive basis of accounting 
other than GAAP according to section 623, 
Special Reports, paragraph .04). Section 623.09 
states that “When reporting on financial state- 
ments prepared on a comprehensive basis of ac- 
counting other than generally accepted ac- 
counting principles, the auditor should consider 
whether the financial statements (including the 
accompanying notes) include all informative 
disclosures that are appropriate for the basis of 
accounting used. The auditor should apply es- 
sentially the same criteria to financial statements 
prepared on an other comprehensive basis of 
accounting as these-epphed he or she does to fi- 
nancial statements prepared in conformity with 
generally accepted accounting principles. 
Therefore, the auditor’s opinion should be 
based on his or her judgment regarding 
whether the financial statements, including the 
related notes, are informative of matters that 
may affect their use, understanding, and inter- 
pretation as discussed in section 411, The Mean- 
ing of Present Fairly in Conformity With Gen- 
erally Accepted Accounting Principles, 
paragraph .04.” 

-62 Section 623.02 states that generally accept- 
ed auditing standards apply when an auditor 
conducts an audit of and reports on financial 
statements prepared on an other comprehensive 
basis of accounting. Thus, in accordance with 
the third standard of reporting, “informative 
disclosures in the financial statements are to be 
regarded as reasonably adequate unless other- 
wise stated in the report.” 

-63 Question—What types of items or matters 
should auditors consider in evaluating whether 
informative disclosures are reasonably adequate? 
-64 Interpretation—Section 623.09 and .10 indi- 
cates that financial statements prepared on a 
comprehensive basis of accounting other than 
GAAP should include “all informative disclo- 
sures that are appropriate for the basis of ac- 
counting used.” That includes a summary of 
significant accounting policies that discusses the 
basis of presentation and describes how that ba- 
sis differs from GAAP. The provisions of the pre- 
amble of the revised Manual that states, “GAAP 
pronouncements do not become part of Statutory 
Accounting Principles until and unless adopted by 
the NAIC,” do not negate the requirements of 
sSection 623.10, which also states that when 
“the financial statements [prepared on an other 
comprehensive basis of accounting] contain 
items that are the same as, or similar to, those in 
financial statements prepared in conformity 
with generally accepted accounting principles, 
similar informative disclosures are appropriate.” 
[.65-.66] [Paragraphs deleted by the issuance of 
Statement of Position 01-5, December 2001.] 
-67 Question—How does the auditor evaluate 


*t 12 It is possible for one of three different situations to 
occur: The state adopted the revised Manual without sig- 
nificant departures, adopted the revised Manual with sig- 
nificant departures, or has not yet adopted the revised 
Manual. 
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whether “similar informative disclosures” 
appropriate for— 

a. Items and transactions that are accounted 
for essentially the same or in a similar 
manner under a statutory basis as under 
GAAP? 

b. Items and transactions that are accounted 
for differently under a statutory basis than 
under GAAP? 

c. Items and transactions that are accounted 
for differently under requirements of the 
state of domicile than under the revised 
Manual? 

-68 Interpretation—Disclosures in statutory basis 
financial statements for items and transactions 
that are accounted for essentially the same or in 
a similar manner under the statutory basis as 
under GAAP should be the same as, or similar 
to, the disclosures required by GAAP unless the 
revised Manual specifically states the NAIC 
Codification rejected the GAAP disclosures.¥ 
Disclosures should also include those required 
by the revised Manual. 

[.69] [Paragraph deleted by the issuance of 
Statement of Position 01-5, December 2001.] 
-70 Disclosures in statutory basis financial state- 
ments for items or transactions that are ac- 
counted for differently under the statutory basis 
than under GAAP, but in accordance with the 
revised Manual, should be the disclosures re- 
quired by the revised Manual. 

.71 If the accounting required by the state of 
domicile for an item or transaction differs from 
the accounting set forth in the revised Manual 
for that item or transaction, but it is in accor- 
dance with GAAP or superseded GAAP, the 
disclosures in statutory basis financial statements 
for that item or transaction should be the ap- 
plicable GAAP disclosures for the GAAP or su- 
perseded GAAP. If the accounting required by 
the state of domicile for an item or transaction 
differs from the accounting set forth in the re- 
vised Manual, GAAP or superseded GAAP, suf 
ficient relevant disclosures should be made. 
[.72-.76] [Paragraphs deleted by the issuance of 
Statement of Position 01-5, December 2001.] 
.77 When evaluating the adequacy of disclo- 
sures, the auditor should also consider disclo- 
sures related to matters that are not specifically 
identified on the face of the financial state- 
ments, such as (a) related party transactions, (b) 
restrictions on assets and owners’ equity, (c) sub- 
sequent events, and (d) uncertainties. Other 
matters should be disclosed if such disclosures 
are necessary to keep the financial statements 
from being misleading. 

[.78-.79] [Paragraphs deleted to reflect con- 
forming changes necessary due to the issuance 
of FASB Statement No. 120, Accounting and Re- 
porting by Mutual Life Insurance Enterprises and by 
Insurance Enterprises for Certain Long-Duration 
Participating Contracts, and FASB Interpretation 
No. 40, Applicability of Generally Accepted Ac- 
counting Principles to Mutual Life Insurance and 
Other Enterprises. | 


13 The provisions of the preamble of the revised Manual 
that states, “GAAP pronouncements do not become part 
of Statutory Accounting Principles until and unless adopt- 
ed by the NAIC” or any other explicit rejection of a 
GAAP disclosure does not negate the requirements of sec- 
tion 623.10. 
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14. Evaluating the Adequacy of Disclosure 
and Presentation in Financial Statements Pre- 
pared en-the-Caesh,Medified Gash,or ti- 
eomte—tex in Conformity With an Other Com- 
prehensive Basis of Accounting (OCBOA) “ 
-90 Question—Section 623, Special Reports, para- 
graph .10, requires that financial statements pre- 
pared on a comprehensive basis of accounting 
other than generally accepted accounting prin- 
ciples (GAAP) include a summary of significant 
accounting policies that discusses the basis of 
presentation and describes how that basis differs 
from GAAP. It also states that when such finan- 
cial statements contain items that are the same 
as, or similar to, those in statements prepared in 
conformity with GAAP, “similar informative 
disclosures are appropriate.” To illustrate how to 
apply that statement, section 623.10 says that 
the disclosures for depreciation, long-term debt, 
and owners’ equity should be “comparable to” 
those in financial statements prepared in confor- 
mity with GAAP. That paragraph then states 
that the auditor “should also consider” the need 
for disclosure of matters that are not specifically 
identified on the face of the statements, such as 
(a) related party transactions, (b) restrictions on 
assets and owners’ equity, (c) subsequent events, 
and (d) uncertainties. How should the guidance 
in section 623.10 be applied in evaluating the 
adequacy of disclosure in financial statements 
prepared enthe-eashanedittec-osb-etineente 
tex in conformity with an other comprehensive 
basis of accounting (OCBOA)? 
-91 Interpretation—The discussion of the basis of 
presentation may be brief; for example: “The 
accompanying financial statements present fi- 
nancial results on the accrual basis of accounting 
used for federal income tax reporting.” Only 
the primary differences from GAAP need to be 
described. To illustrate, assume that several items 
are accounted for differently than they would 
be under GAAP, but that only the differences in 
depreciation calculations are significant. In that 
situation, a brief description of the depreciation 
differences is all that would be necessary, and 
the remaining differences need not be de- 
scribed. Quantifying differences is not required. 
92 Tt esboteetiec leash -oteerrete bats 
OCBOA financial statements contain elements, 
accounts, or items for which GAAP would re- 
quire disclosure, the statements should either 
provide the relevant disclosure that would be 
required for those items in a GAAP presenta- 
tion or provide information that communicates 
the substance of that disclosure. That may result 
in substituting qualitative information for some 
of the quantitative information required for 


4 While this interpretation provides guidance applicable 
to all OCBOA presentations, Interpretation Na. 12 pro- 
vides additional interpretive guidance regarding the appro- 
priateness of informative disclosures in insurance enter- 
prises’ financial statements prepared on a statutory basis. 
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GAAP presentations. For example, disclosing 
the repayment terms of significant long-term 
borrowings may sufficiently communicate in- 
formation about future principal reduction 
without providing the summary of principal re- 
duction during éach of the next five years that 
would be required for a GAAP presentation. 
Similarly, disclosing estimated percentages of 
revenues, rather than amounts that GAAP pre- 
sentations would require, may sufficiently con- 
vey the significance of sales or leasing to related 
parties. GAAP disclosure requirements that are 
not relevant to the measurement of the ele- 
ment, account, or item need not be considered. 
To illustrate: 

a. The fair value information that FASB 
Statement No. 115, Accounting for Certain 
Investments in Debt and Equity Securities [AC 
section 180], would require disclosing for 
debt and equity securities reported in 
GAAP presentations would not be rele- 
vant when the basis of presentation does 
not adjust the cost of such securities to 
their fair value. 

The information based on actuarial calcu- 

lations that FASB Statement No. 87, Em- 

ployers’ Accounting for Pensions [AC section 

P16], would require disclosing for contri- 

butions to defined benefit plans reported 

in GAAP presentations would not be rele- 
vant in income tax or cash basis financial 
statements. 

-93 If GAAP sets forth requirements that apply 
to the presentation of financial statements, thes 
cash -editied-eash-ancnecometeebass tlre 
OCBOA financial statements should either 
comply with those requirements or provide in- 
formation that communicates the substance 
of those requirements. The substance of GAAP 
presentation requirements may be communicat- 
ed using qualitative information and without 
modifying the financial statement format. 
For example: 

a. Information about the effects of account- 
ing changes, discontinued operations, and 
extraordinary items could be disclosed in a 
note to the financial statements without 
following the GAAP presentation require- 
ments in the statement of results of opera- 
tions, using those terms, or disclosing net- 
of-tax effects. 

b, Instead of showing expenses by their func- 
tional classifications, the income tax basis 
statement of activities of a trade organiza- 
tion could present expenses according to 
their natural classifications, and a note to 
the statement could use estimated percent- 
ages to communicate information about 
expenses incurred by the major program 

_ and supporting services. A voluntary health 

and welfare organization could take such an 
approach instead of presenting the matrix of 
natural and functional expense classifica- 
tions that would be required for a GAAP 
presentation, or, if information has been 
gathered for the Form 990 matrix required 
for such organizations, it could be presented 
either in the form of a separate statement 
or in. a note to the financial statements. 

. Instead of showing the amounts of, and 
changes in, the unrestricted and temporari- 
ly and permanently restricted classes of net 
assets, which would be required for a 


>= 
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GAAP presentation, the income tax basis 
statement of financial position of a voluntary 
health and welfare organization could report 
total net assets or fund balances, the related 
statement of activities could report changes 
in those totals, and a note to the financial 
statements could provide information, using 
estimated or actual amounts or percentages, 
about the restrictions on those amounts and 
on any deferred restricted amounts, describe 
the major restrictions, and provide informa- 
tion about significant changes in restricted 
amounts. 
-94 Presentations using the-eash-basis-ofee- 
: : ie OCBOA 
often include a presentation consisting entirely 
_ or mainly of cash receipts and disbursements. 
Such presentations need not conform with the 
requirements for a statement of cash flows that 
would be included in a GAAP presentation. 
While a statement of cash flows is not required 
tae, if a presenta- 
tion of cash receipts and disbursements is pre- 
sented in a format similar to a statement of cash 
flows or if the entity chooses to present such a 
statement, for example in a presentation on the 
accrual basis of accounting used for federal in- 
come tax reporting, the statement should either 
conform to the requirements for a GAAP pre- 
sentation or communicate their substance. As 
an example, the statement of cash flows might 
disclose noncash acquisitions through captions 
on its face. 
-95 If GAAP would require disclosure of other 
matters, the auditor should consider the need 
for that same disclosure or disclosure that com- 
municates the substance of those requirements. 
Some examples are contingent liabilities, going 
concern considerations, and significant risks and 
uncertainties. However, the disclosures need 
not include information that is not relevant to 
the basis of accounting. To illustrate, the general 
information about the use of estimates that is 
required to be disclosed in GAAP presentations 
by Statement of Position 94-6, Disclosure of Cer- 
tain Significant Risks and Uncertainties, would 
not be relevant in a presentation that has no 
estimates, such as one based on cash receipts 
and disbursements. 


15. Auditor Reports on Regulatory Ac- 
counting or Presentation When the Regu- 
lated Entity Distributes the Financial 
Statements to Parties Other Than the 
Regulatory Agency Either Voluntarily or 
Upon Specific Request 

-96 Question—Occasionally, certain state and lo- 
cal governmental entities, as well as other regu- 
lated entities, prepare their financial statements in 
conformity with the requirements or financial 
reporting provisions of a governmental regulato- 
ry agency. If the financial statements and report 
are intended for use by parties other than those 
within the entity and one or more regulatory 
agencies to whose jurisdiction the entity is sub- 
ject or the financial statements and report are 
distributed by the entity to parties other than the 
regulatory agencies to whose jurisdiction the en- 
tity is subject, either voluntarily or upon specific 
request, what report should the auditor issue? 
.97 Interpretation—Section 623.05f, footnote 4, 


states in part that the auditor is precluded from 
using the form of report set forth in section 623 
“in circumstances in which the entity distrib- 
utes the financial statements to parties other 
than the regulatory agency either voluntarily or 
upon specific request.” Footnote 5 states further 
that the auditor should follow the guidance in 
section 544, Lack of Conformity With Generally 
Accepted Accounting Principles, if the financial 
statements and report are intended for use by 
parties other than those within the entity and 
one or more regulatory agencies to whose juris- 
diction the entity is subject. Section 544.04, in 
turn, states in those circumstances [referring to 
circumstances in which the financial statements 
and reports will be used by parties or distributed 
by the entity to parties other than the regulato- 
ry agencies to whose jurisdiction the entity is 
subject] the auditor should use the standard 
form of report modified as appropriate because 
of the departures from generally accepted ac- 
counting principles and then in an additional 
paragraph express an opinion on whether the 
financial statements are presented in conformity 
with the regulatory basis of accounting. 

The following is an illustration of a report 
prepared on a regulatory basis of accounting 
prescribed by a regulatory agency, to whose ju- 
risdiction an entity is subject, that requires a 
presentation of cash and unencumbered cash, 
cash receipts and disbursements, and budgetary 
comparisons and the financial statements are 
not prepared solely for filing with that agency: 


Independent Auditor’s Report 
We have audited the accompanying state- 


ment of cash and unencumbered.cash; cash 
receipts and disbursements; and disburse- 
ments—budget and actual for each fund of 
City of Example, Any State, as of and for the 
year ended June 30, 20XX. These financial 
statements are the responsibility of City’s 
management. Our responsibility is to express 
an opinion on these financial statements 
based on our audit. 

We conducted our audit in accordance 
with auditing standards generally accepted in 
the United States of America. Those stan- 
dards require that we plan and perform the 
audit to obtain reasonable assurance about 
whether the financial statements are free of 
material misstatement. An audit includes ex- 
amining, on a test basis, evidence supporting 
the amounts and disclosures in the financial 
statements. An audit also includes assessing 
the accounting principles used and signifi- 
cant estimates made by management, as well 
as evaluating the overall financial statement 
presentation. We believe that our audit pro- 
vides a reasonable basis for our opinion. 

As described more fully in Note X, City 
has prepared these financial statements using 
accounting practices prescribed or permitted 
by [name of regulatory agency], which prac- 
tices differ from accounting principles gener- 
ally accepted in the United States of Ameri- 
ca. The effects on the financial statements of 
the variances between these regulatory ac- 
counting practices and accounting principles 
generally accepted in the United States of 
America, although not reasonably deter- 
minable, are presumed to be material. 

In our opinion, because of the effects of 
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the matter discussed in the preceding para- 
graph, the financial statements referred to 
above do not present fairly, in conformity 
with accounting principles generally accept- 
ed in the United States of America, the fi- 
nancial position of each fund of City as of 
June 30, 20XX, or changes in financial posi- 
tion or cash flows” thereof for the year then 
ended. 

In our opinion, the financial statements 
referred to above present fairly, in all material 
respects, the cash and unencumbered cash 
balances of each fund of City as of June 30, 
20XX, and their respective cash receipts and 
disbursements, and budgetary results for the 
year then ended, on the basis of accounting 
described in Note X. 


[Signature] 
[Date] 


-98 If the auditor issues a report in accordance 
with section 623.05f, nothing precludes the au- 
ditor, in connection with establishing the terms 
of the engagement, from reaching an under- 
standing with the client that the intended use of 
the report will be restricted, and from obtaining 
the client’s agreement that the client and the 
specified parties will not distribute the report to 
parties other than those identified in the report. 


AU SECTION 9625 


Reports on the Application of Accounting 
Principles: Auditing Interpretations of 
Section 625 


1. Requirement to Consult With the Con- 
tinuing Accountant 
-01 Question—SAS No. 50, Reports on the Appli- - 
cation of Accounting Principles [AU sec. 625], pro-. | 
vides guidance to a reporting accountant when 
asked to provide a written report or oral advice 
on (a) the application of accounting principles 
to specified transactions, either completed or 
proposed, involving facts and circumstances of a 
specific entity or (b) the type of opinion that 
may be rendered on a specific entity’s financial 
statements. 
-02 AU sec. 625.02 refers to a reporting ac- 
countant as an accountant in public practice. 
Footnote 3 to that paragraph states: “See ET 
section 92.25 of the AICPA Code of Profes- 
sional Conduct for a definition of ‘practice of 
public accounting, ” 
-03 AU sec. 625.09 states in part: 
When evaluating accounting principles that 
relate to a specific transaction or determining 
the type of opinion that may be rendered on 
a specific entity’s financial statements, the re- 
porting accountant should consult with the 
continuing accountant of the entity to ascer- 
tain all the available facts relevant to forming 
a professional judgment. The continuing ac- 
countant may provide information not oth- 
erwise available to the reporting accountant 
regarding, for example, the following: the 
form and substance of the transaction; how 


15 Reference to cash flows would not be needed if the enti- 
ty, under generally accepted accounting principles, is not 
required to present a statement of cash flows. 
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management has applied accounting princi- 
ples to similar transactions; whether the 
method of accounting recommended by the 
continuing accountant is disputed by man- 
agement; or whether the continuing accoun- 
tant has reached a different conclusion on the 
application of accounting principles or the 
type of opinion that may be rendered on the 
entity’s financial statements. 
-04 In today’s environment, primarily driven by 
independence concerns, a nonissuer may en- 
gage an accountant in public practice (or his or 
her firm), other than the entity’s independent 
auditor, as an advisory accountant’ to assist 
management in certain recurring accounting or 
reporting functions (for example, bookkeeping 
or assistance in preparing financial statements 
or notes, performing fair value impairment 
tests, or assistance in preparing regulatory fil- 
ings). In this capacity, an advisory accountant 
may be frequently asked to provide advice on 
the application of accounting principles or to 
assist management formulate its accounting po- 
sitions prior to discussing such positions with 
its auditor. In these situations, an advisory ac- 
countant is not engaged to provide a second 
opinion and would generally be in a position 


? The term advisory accountant is used in this interpretation 
rather than the term “reporting accountant” to distin- 
guish the fact that an accountant in this capacity is not 
engaged to provide a second opinion and is typically en- 
gaged to provide accounting and reporting advice on a 
recurring basis. 
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to have full access to management and have full 
knowledge of the form and substance of the 
transaction, how management has applied simi- 
lar transactions in the past, and whether this 
method of accounting has been discussed with 
the continuing auditor. 

-05 When an accountant in public practice, act- 
ing in the capacity of an advisory accountant, 
has been engaged by a nonissuer to assist man- 
agement with recurring accounting matters and 
is asked to provide advice (not a second opin- 
ion) on the application of accounting principles 
to specified transactions, either completed or 
proposed, based on the specific facts and cir- 
cumstances of the client, and the advisory ac- 
countant has full access to management and full 
knowledge of the form and substance of the 
transaction, is he or she still required to consult 
with the continuing accountant? 

-06 Answer—SAS No. 50 [AU sec. 625] was is- 
sued to provide guidance to a reporting ac- 
countant when engaged to provide a “second 
opinion” on the application of accounting 
principles to a specific transaction or transac- 
tions. In those cases, the reporting accountant 
may not have been provided all the relevant 
facts by management or he or she may not have 
full knowledge of the form and substance of the 
transaction in order to form a “second opin- 
ion.” To help eliminate this issue, SAS No. 50 
states that the reporting accountant should con- 
sult with the continuing accountant so the con- 
tinuing accountant has an opportunity to con- 


vey relevant facts and circumstances that the re- 
porting accountant may not have. 

.07 An advisory accountant may be able to 
overcome the presumptive requirement? of AU 
sec. 625.09 to consult with the continuing ac- 
countant when he or she believes, due to the 
facts and circumstances of the engagement, that 
he or she is not being asked to provide a second 
opinion and that he or she has obtained all rele- 
vant information from management to provide 
written or oral guidance regarding the applica- 
tion of accounting principles to that client’s 
specified transactions. 

.08 An important distinction to consider in 
overcoming the presumptive requirement to 
consult with the continuing accountant is the 
nature of the engagement and whether the ser- 
vices are recurring as contrasted to periodic. A 
recurring engagement may constitute the effec- 
tive outsourcing of certain controllership or oth- 
er financial reporting functions that would typi- 
cally not be indicative of opinion shopping and 
would typically allow the advisory accountant to 
have complete access to management. A mem- 


? The ability to overcome this presumption would apply 
only to the application of accounting principles. If the 
advisory accountant was asked to provide oral advice or a 
written report on the type of opinion that may be ren- 
dered by the continuing accountant, the advisory ac- 
countant would not have the ability to obtain all relevant 
information and, therefore, the requirements of AU sec. 
625.09 to consult with the continuing accountant would 


apply. 
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ber in public practice engaged in the capacity of 
an advisory accountant nonetheless should be 
alert to any instances in which the nonissuer at- 
tempts to use the advisory accountant to “opin- 
ion shop.” The advisory accountant should es- 
tablish an understanding with the client that 
includes the substance of AU sec. 625.10(d)? and 
that the client, along with the advisory accoun- 
tant will notify the continuing accountant and 
members of any governance body (such as audit 
committee) of the arrangement. 

-09 The advisory accountant should document 
his or her conclusion that consultation with the 
continuing accountant was not considered nec- 
essary under the circumstances. Additionally, 
the advisory accountant should comply with 
the other requirements of SAS No. 50, includ- 
ing AU sec. 625.08, which requires the accoun- 
tant to (a) obtain an understanding of the form 
and substance of the transaction(s); (b) review 
applicable generally accepted accounting prin- 
ciples; (c) if appropriate, consult with other pro- 
fessionals or experts; and (d) if appropriate, per- 
form research or other procedures to ascertain 
and consider the existence of creditable prece- 
dents or analogies. 





* The advisory accountant’s understanding would include 
a statement that the responsibility for the proper account- 
ing treatment rests with management, who should con- 
sult with their continuing accountant. 





Attestation Interpretation 


Attestation Interpretations are recommendations on 
the application of Statements on Standards for Attes- 
tation Engagements (SSAEs) in specific circumstances, 
including engagements for entities in specialized in- 
dustries, issued under the authority of AICPA senior 
technical bodies. If the practitioner does not apply the 
attestation guidance included in an applicable attesta- 
tion interpretation, the practitioner should be prepared 
to explain how he or she complied with the SSAE 
provisions addressed by such attestation guidance. 


AT SECTION 9101 


Attest Engagements: Attest Interpretations of 
AT Section 101 

6. Reporting on Attestation Engagements 
Performed in Accordance With Government 
Auditing Standards” 

-56 Question—In June 2003, the U.S. Govern- 
ment Accountability Office issued its 2003 re- 
vised Government Auditing Standards, commonly 
referred to as the Yellow Book. Chapter 6 of 
the revised Yellow Book sets forth general, 
fieldwork, and reporting standards for attesta- 
tion engagements performed pursuant to gen- 
erally accepted government auditing standards 
(GAGAS). Practitioners performing attestation 
engagements under GAGAS are also required 
to follow the general standards set forth in 
Chapter 3 of the Yellow Book. For attestation 
engagements performed pursuant to GAGAS, 
paragraph 6.28 prescribes additional reporting 





?1 While separate interpretations for other AT sections 
have not been issued to deal with attestation engage- 
ments performed in accordance with Government Auditing 
Standards, a practitioner may use this guidance to help 
him or her appropriately modify an attest report pursuant 
to other AT sections. 


standards” that go beyond the standards of re- 
porting set forth in AT section 101.63-.90. 
When a practitioner performs an attestation ex- 
amination in accordance with GAGAS how 
should the report be modified? 

-57 Interpretation—The practitioner should 
modify the scope paragraph of the attestation 
report to indicate that the examination or re- 
view was “conducted in accordance with attes- 
tation standards established by the American 
Institute of Certified Public Accountants and 
the standards applicable to attestation engage- 
ments contained in Government Auditing Stan- 
dards issued by the Comptroller General of the 
United States.” 

58 Additionally, GAGAS requires the practi- 
tioner’s attestation report to disclose any matters 
that are set forth in paragraph 6.28 of the re- 
vised Yellow Book. Paragraph 6.34 of the re- 
vised Yellow Book sets forth the reporting ele- 
ments that the practitioner should use, to the 
extent possible, in reporting a finding. The fol- 
lowing illustration is a standard examination re- 
port modified to make reference to a schedule 
of findings when any of the matters set forth in 
paragraph 6.28 have been identified. This re- 
port pertains to subject matter for which suit- 
able criteria exist and are available to all users 
through inclusion in a clear manner in the pre- 
sentation of the subject matter. A written asser- 
tion has been obtained from the responsible 
party. While the following illustrative report 
modifications would comply with the Yellow 
Book requirement, this illustration is not in- 
tended to preclude a practitioner from comply- 
ing with these additional Yellow Book report- 
ing requirements in other ways. 


Independent Accountant's Report 
We have examined [identify the subject mat- 


ter—for example, the accompanying schedule of 
performance measures of XYZ Agency for the year 
ended December 31, 20XX]|. XYZ Agency’s 
management is responsible for the [identify 
the subject matter—for example, schedule of per- 
formance measures]. Our responsibility is to ex- 
press an opinion based on our examination. 

Our examination was conducted in accor- 
dance with attestation standards established 
by the American Institute of Certified Public 
Accountants and the standards applicable to 
attestation engagements contained in Govern- 
ment Auditing Standards issued by the Comp- 
troller General of the United States and, 
accordingly, included examining, on a test 
basis, evidence supporting [identify the sub- 
ject matter—for example, XYZ Agency’s sched- 
ule of performance measures] and performing 
such other procedures as we considered 
necessary in the circumstances. We believe 
that our examination provides a reasonable 
basis for our opinion. 

[Additional paragraph(s) may be added to em- 
phasize certain matters relating to the attest en- 
gagement or the subject matter.| 


? Paragraph 6.28 of the Yellow Book sets forth the addi- 
tional reporting requirements: (a) reporting auditors’ com- 
pliance with generally accepted government auditing stan- 
dards (GAGAS), (b) reporting deficiencies in internal 
control, fraud, illegal acts, violations of provisions of con- 
tracts or grant agreements, and abuse, (¢) reporting views of 
responsible officials, (d) reporting privileged and confiden- 
tial information, and (e) report issuance and distribution. 
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In our opinion, the schedule referred to 
above presents, in all material respects, [iden- 
tify the subject matter—for example, the perfor- 
mance measures of XYZ Agency for the year end- 
ed December 31, 20XX], in conformity with 
[identify criteria—for example, the criteria set forth 
in Note 1]. 

[When any of the matters set forth in paragraph 
6.28 of the Yellow Book have been identified the 

following paragraph would be added.| 

In accordance with Government Auditing 
Standards, we are, required to report findings 
of deficiencies in internal control, violations 
of provisions of contracts or grant agree- 
ments, and abuse that are material to [identify 
the subject matter—for example, XYZ Agency’s 
schedule of performance measures] and any fraud 
and illegal acts that are more than inconse- 
quential that come to our attention during 
our examination. We are also required to ob- 
tain the views of management on those mat- 
ters. We performed our examination to ex- 
press an opinion on whether [identify the 
subject matter—for example, XYZ Agency’s 
schedule of performance measures] is presented in 
accordance with the criteria described above 
and not for the purpose of expressing an 
opinion on the internal control over [identify 
the subject matter—for example, reporting of per- 

formance measures] or on compliance and oth- 
er matters; accordingly, we express no such 
opinions. Our examination disclosed certain 
findings that are required to be reported un- 
der Government Auditing Standards and those 
findings, along with the views of manage- 
ment, are described in the attached Schedule 
of Findings. 

[If a management letter has been issued, the 

following paragraph should be included. | 

In accordance with Government Auditing 
Standards, we also noted other matters which 
we have reported to management of 
XYZ Agency in a separate letter dated 
March 15, 20XY. # 


[Signature] 
[Date] 


ILLUSTRATIVE SCHEDULE OF FINDINGS 


XYZ AGENCY 
SCHEDULE OF FINDINGS” 
YEAR ENDED DECEMBER 31, 20XX 


Finding No. 1 
Criteria 
Condition 
Cause 
Effect 
Management’s Response 


Finding No. 2 
Criteria 
Condition 
Cause 
Effect 
Management’s Response 


?3 Paragraph 6.35 of the Yellow Book states, “The audi- 
tor should refer to the management letter in the report 
on the attestation engagement.” 

4 Refer to paragraphs 6.33-.34 of the Yellow Book re- 
garding the content of the schedule of findings. 
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ADVERTISING OFFICE: 
P.O. Box 1510 
_ Clearwater, FL 33757-1510 - 


EXECUTIVE 


OPPORTUNITIES 





Advertising Rates and Information: Classified 
word ads start at $5.25 per word for a single insertion; 
for three or more consecutive issues the cost is $5.00 
per word, per issue - minimum classified ad is fifteen 
(15) words. Classified displays start at $450 per col- 
umn inch for a single insertion; for three or more con- 
secutive issues the cost is $420 per column inch, per 
issue - minimum display ad is one (1) inch. Unit dis- 
play rates are available on request. Box Replies: One 
time charge of $30. All advertising is payable in ad- 
vance. Closing Dates: The 25th of the month, two 
months preceding the month of issue. Address 
replies to box number ads as follows: Box number, 
____ C/o JOA, P.O. Box 1510, Clearwater, FL 33757- 
1510. For further information contact our Advertising 
Office: P.O. Box 1510, Clearwater, FL 33757-1510. 
Telephones: (800) 237-9851, (727) 443-7666, Fax: 
(727) 445-9380. Email: joa@rja-ads.com 


Consulting Partners and Managers. Consulting 
positions available with national and regional firms 
for litigation services, dispute analysis, bankruptcy, 
corporate reorganization, forensic, and business 
valuation. Individuals or total consulting practices. 
Compensation to over $250K. Send resume or call: 
Storevik Financial Search & Associates, Inc., 2658 
Del Mar Heights Road, PMB #213, Del Mar, CA 
92130. (858) 792-0433. Fax: (858) 792-8443. Email: 
tstorev1 @san.rr.com Website: sfsacorp.com 


Audit (IT and Internal) nationwide. All states; all lev- 
els; public accounting and all industries. Email confi- 
dential resume: donmay @ alliedsearchinc.com 


CPA —-CPA firm, Palm Springs, California seeks 
staff member to service high net worth clients with 
3-5 years experience with CPA (additional years ex- 
perience needed for non-CPA). Partner opportunity 
for non-rain maker technician. Community offers a 
quality lifestyle and affordable housing. Progressive 
firm, profit sharing, all benefits. Email resume to: 
rahcpa @ aol.com 


CPA firms: Los Angeles and New York City. Many 
positions with top 25 firms. Contact: Larry Ackerman, 
CPA, Spectrum Search, (310) 286-6923. Resume to: 
Larry @ SpectrumSearch.net 


Internal Auditor (Chicago, Illinois) — Examines and 
analyzes accounting records to determine financial 
status of multinational companies applying interna- 
tional accounting knowledge. B.S. plus six months ex- 
perience in consolidated financial statement prepara- 
tion, variance analysis, budget preparation using the 
difference of GAAPs between U.S. and Taiwan. Con- 
tact: HR of Sutech Industry, Inc., 1532 Barclay Boule- 
vard, Buffalo Grove, IL 60089. 





ACCOUNTING 


DIRECTOR, NATIONAL 


PricewaterhouseCoopers is one of the largest professional services firms in the world, with the 
ability to offer our clients the global reach, industry insights, and multi-disciplinary range of 
services they demand. Currently, we have excellent opportunities available in our National office 
located in Florham Park, NJ for Senior Managers and Directors. 


Individuals in these roles will work with engagement teams to resolve complex accounting and 
financial reporting matters. This includes collecting and analyzing specific facts and ensuring that all 
relevant facts have been obtained; developing the appropriate accounting position on issues; and 
identifying discrepancies in accounting literature. In addition, you will participate in the formulation and 
discussion of the firm’s views for comment letters on Exposure Drafts issued by the FASB, AcSEC or 
EITF. Candidates will also monitor the progress of new accounting pronouncements, manage risk by 
carefully evaluating issues and exercising proper judgment and collaborate with others in the national 
office to address specific accounting and auditing questions. 


To qualify, you must be a CPA with a BA/BS degree and 8+ years of related experience 
addressing and resolving complex accounting and financial reporting issues, including recent 
experience with a large accounting firm. Experience implementing or analyzing new accounting 
and financial reporting standards from the FASB, AcSEC, EITF and SEC is essential, as is 
significant background in researching, analyzing and interpreting accounting and financial 
reporting literature. You must also have excellent analytical and oral/written communication skills. 


We offer a comprehensive compensation and benefits package. Interested candidates, please 
forward resume to: richard.k.vogel@us.pwc.com. No agencies please. 


PRICEWATERHOUSE(COPERS 


© 2005 PricewaterhouseCoopers LLP. "PricewaterhouseCoopers" refers to PricewaterhouseCoopers LLP, a Delaware limited liability partnership 
or, as the context requires, the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and 
independent legal entity. PricewaterhouseCoopers LLP is an Affirmative Action and Equal Opportunity Employer. 





112) JOURNAL of ACCOUNTANCY March 2005 








Qualified Audit Seniors 
and Fund Accountants 
required for immediate and 


September ‘05 start. 


Earn a higher, tax-free salary with a 
globally renowned firm and have 
the time of your life. 


Any questions? 


To find out everything you need to know about 
living and working in the Cayman Islands and 
Bermuda, log on to www.emlor.com today. 


offshore recruitment 


F/T Accountant — Are you tired and fed up with the 
cold weather? How does an opportunity in tropical 
paradise sound for fulfilling your career goals? We are 
a small CPA firm located in Plantation, Florida looking 
for an experienced and well-rounded accountant to 
complete our staffing needs. This individual must want 
future growth within a company. Minimum of 5 years 
public accounting experience and a Bachelor’s de- 
gree in Accounting is required. Knowledge of comput- 
ers and QuickBooks a must. Auditing and tax prepa- 
ration experience needed as well. We are looking for 
an individual who considers themselves a team play- 
er. Please send all confidential resumes to: sfischer@ 
zimp.com 




















If Your Clients Suffered From 
*Unsuitable Investments *Failure to Hedge 
*Failed Retirement Planning *Fraud 
Call Former Spitzer Prosecutor 

Stuart D. M 


























AND SERVICES 





‘Learn macros aon the raeound up. VBA and 
Macros for Microsoft Excel (QUE). www.MrExcel. com 





Lucrative Lake Tahoe company. Reputable, well- 
established Nevada corporation. Specializing in 
high-end vacation rentals, leases and real estate 
sales. $1.3m. Confidential. (714) 209-0064, davecy 
{ press1938 @ aol.com 





n ess Services 


Software compatible laser checks. 24- hour ser- 
vice. 100-$19.95, 250-$34.95, 500-$49.95 and 1,000- 
$74.95. Free samples brochure. (800) 790-6283. 


_ Incorporate clients for less. Incorporations, regis- 
tered agent services, minute books and supplies. In- 
corporations only $45 plus state fees. Professional 
discounts and customized packages available. (800) 
603-2533. www.Welncorporate.com 





mputer Software 


Client write-up software for accountants. Fund 
accounting and fundraising software for non-profits. 
Fifteen modules. 2000+ users. Reseller opportunities 
available. Executive Data Systems, (800) 272-3374. 
www.execdata.com 


ooks/Publications 





Conscience 
of the 


Profession 


A Personal Journey 


Eli Mason, ys 





Name of Purchaser: 
Address: 
City, State, Zip: 


PRODUCTS 


Business Opportunities 


Financial Literacy Education! Earn up to $500/hour 
teaching employees about finances. LFE Institute, 
(888) TRAIN-11 or awhinnery @Ifeinstitute.com 





WORK SMARTER, NOT HARDER! 
* Outsourced Marketing & Lead Generation 
* “Rain maker” skills development 
* Operate More Efficiently! 

FREE program info: (888) 999-9800 
www. buildyourfirm.com 


BUILDYOUR FIRM 


















Telephones: (800) 2 9851 
(727) 443-7666 
Fax (727) 445-9380 








Business Opportunities _ 


Build Your Firm $100K to $500K 
Monthly Accounting & Payroll Services 
Learn Our Exclusive System 
$30K to $150K Guaranteed Billings 


For Info Call 1-800-618-9342 
Free Practice Building Handbook 
www.afdcenter.com 





Cost Segregation Consulting Guide. Practice de- 
velopment/training/technical guidance: (716) 390- 
7383. www.CostSegregation.net 


Reach over 85% of the nation’s CPAs when you 
advertise in the Journal of Accountancy 


Combine your print advertising with a supplemental 


internet ad on www.aicpa.org. 


For advertising information, call 
(800) 237-9851 or (727) 443-7666; joa@rja-ads.com 





ELI MASON’S NEW BOOK 
Records the Rise and Fall of the Accounting Profession 


HIGHLIGHTS 


* The Blame and the Shame 
%* The Tax Shelter Scams 

%* Rotation of Auditors 

%* Starting a Practice 


To purchase a copy of CONSCIENCE OF THE PROFESSION — A PERSONAL JOURNEY (288 pages), mail check for $19.95 to: 


Eli Mason 
1212 Avenue of the Americas — 24th Fl. 
New York, NY 10036 
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% First Professional Confrontation 
%* Early Rainmakers 
* Some Favorite Clients 


Eli Mason wrote his first article, “Audit the Auditor,” in 1941 at the age of 20 and 
submitted it to the Journal of Accountancy — it was not published. Since that 
time, he has written over 90 published articles which are included in this book. 


Baruch College, City University of New York, bestowed the honorary degree 
Doctor of Humane Letters (LHD) on him. The American Accounting Associ- 
ation, consisting of professors of accountancy, presented its Exemplar Award to 
Mason for notable contributions to professionalism and ethics. 
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ADVERTISING OFFICE: 
P.O. Box 1510 
Clearwater, FL 33757-1510 


Business Opportunities 


IMAGINE... SUCCESS... 


You're the sole owner of a $750,000 ac- 
counting practice. Imagine it took only 
five years to build the practice. Imagine 
you are being rewarded with an annual in- 
come of $250,000 per year. Now imagine 
it took only three things to get started. . . 
imagination, desire and calling | NCI § 
888-New Clients (1-888-639-2543). 


Imagine selling your practice and re- 
ceiving all cash at closing. Imagine nev- 
er having to argue price, terms or guaran- 
tee. Imagine having experienced, caring 
professionals to help you through the 
process- call  [X@¥-888-New Clients 
(1-888-639-2543). 


Imagine that! 
Imagine finding the practice of your 
dreams. Imagine having all the informa- 
tion you need in one place. 


Visit www.newclientsinc.com 


Imagine that! 


Guaranteed billing increase from $50K 
to $125K during tax season 2005. 





Education 


Nationally accredited distance education gradu- 
ate degree programs in Taxation (M.S.T.), Profes- 
sional Practice- Management (M.B.A.), and BAR 
Qualified Law (J.D.). No required study during the 
tax season. William Howard Taft University, Santa 
Ana, California. www. TaftU.edu (800) 882-4555. 


” CLASSIFIED ONLINE 


www.aicpa.org 


Use AICPA Classified Online when fast exposure 
is your priority, or combine Journal of Accoun- 
tancy classified advertising’s largest accounting 
readership with worldwide exposure on the Web 
at an unbeatable cost. Either way you WIN 
WITH AICPA! 


Please contact Sherry Plant: 
(800) 237-9851 or (727) 443-7666 
Fax: (800) 649-6712 
Email: joa@rja-ads.com 





Business Opportunities 


Raster cr eens Ine. 
i> TAX & ACCOUNTING SERVICES 


CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS 





WE ARE GOING NATIONWIDE AND ARE LOOKING 
FOR QUALIFIED PARTNERS & PRINCIPALS TO JOIN 
OUR FIRM TO SHARE IN OUR SUCCESS & HELP 
BUILD ON OUR UNIQUE CONCEPT OF THE FRIENDLY 
NEIGHBORHOOD & COMMUNITY CPA PRACTICE 














In 1999, a former BIG 6 CPA founded myCPA.com, 
inc.® & MyPersonalCPA.com, Inc.®. In the last 6 years, 
we have built, developed, and grown the Los Angeles 
Branch Office, from scratch, into a successful neighbor- 
hood & community CPA practice, targeting local small 
businesses and individuals. This practice provides: Tax, 
Accounting, Write-up, Consulting, Compilation & 
Review Reports services. 


We are now ready to take myCPA.com, inc.® & 
MyPersonalCPA.com, Inc.® nationwide and are in 
search of other CPAs who would like to own an equity 
interest in this remarkable professional services Firm. If 
you are a dynamic, goal oriented, business minded indi- 
vidual, with leadership qualities, and ready to be a part 
of our Firm’s expansion history, we would like to hear 
from you. 


We would like to hear only from serious individuals with 
a minimum of 7 years work experience as a CPA, which 
must include at least 2 years work experience and train- 
ing at a Local, Regional, National, or International CPA 
firm. Prior tax work experience is a plus, but not 
mandatory. Please send us your resume, and a cover let- 
ter stating why you think you qualify to become a 
Partner, or Principal, in our Firm. 


Reply to: Trevor H. Francis, CLU, CPA 
Senior V. P., Strategic Development 
MyPersonalCPA.com, Inc. 

269 South Beverly Drive, PMB 350 
Beverly Hills, CA 90212-3807 


Disclaimer: This advertisement is not a franchise, or business 
opportunity offering, and no such offer is being made herein. 





Exam Preparation 


Start Studying Now 
for the CPA Exam 


HOME STUDY COURSE 


¢ 135 hours of instruction by the nation’s 
leading instructors 


 4-volume set of comprehensive textbooks 
¢ Software package including simulations 
¢ Free update guarantee 


Visit www.lamberscpa.com 
to order a free sample DVD. 
1-800-272-0707 


Lambers 


CUP CAL ERE RV Ole caw 


Since 1966 
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Telephones: (800) 237+ 9851 
(727) 443-7666 
= (727) 445-9380 








Financial Services 


Stock loans. Restricted or un-restricted pubicly traded 
stock. $200,000-$20,000,000. Low interest. Simple. 
Confidential. www.stockloans.us.com (800) 655-4340. 


Accountants! Do you want to increase your value to 
clients that rely on working capital from secured lending 
financing? Write to The Correct Approach at: thecorrec- 
tapproach@wideopenwest.com for a free report. 


Incorporate 


Incorporate in any state. Avoid high fees. Regis- 
tered Agents Legal Services, LLC. $99 agent fee. 
(800) 400-6650. www.inclegal.com 


Internet 


Need a web site or up-to-date content for the one 
you have? Call Mostad & Christensen for an online 
client, newsletter; tax, business and financial tips, e- 
mail newsletter, and more: (800) 654-1654, or go to: 
www.mostad.com 


CPA web sites, online organizers, monthly newslet- 
ter, calculator, etc., (800) 690-6821. http://cpaweb 
site.com 


Marketing 


Go to: www.cpa2newbiz.com Over 2,000,000 new 
businesses start each year. Don’t miss this market. 
Direct mail programs from $295. 


Develop a High Quality Practice 
Frank Salman, CPA has 


¢ Developed five accounting firms from scratch 
¢ Developed firms for over 1,500 CPA’s 

¢ Developed marketing techniques with no 
high pressure selling 


Four hours of CPE for only $89.00 
Phone: 760-952-2491 
Website: www.accountantsmarketing.com 
















Free catalog. Guaranteed profit-builders for accoun- 
tants - proven effective client newsletters, tax and 
business brochures, speeches, Internet products, 
and more. Call: (800) 654-1654, or write: 
Mostad & Christensen, Inc., P.O. Box 1709, Oak 
Harbor, WA 98277. www.mostad.com 


Individual practitioner CPAs, grow your practice 
now. www.AmericanT axandFinancialGroup.com 
America’s CPAs. 


Practices For Sale 


PA 


ae 


—_————_—. 


Ua 
Oey Vt ace 


s Buy-Sell-Merge 
21 Years Nationwide Service 
100% Financing Available 


800-729-9031 


www.cpasales.com 





PRODUCTS 


AND SERVICES 





Practices For Sale 















_ Advertising Index 
| We Sell Practic e § (Publication of an advertisement in the Jeuma/lof Accountancy does not constitute an 


Selling Since 1995 endorsement of the product or service by the Journal or AICPA.) 


Looking to Sell, Merge or Expand SMG ater Wale esac NCO os a Oe ose erm neniee ag TL 3c 
your practice? We can guide you through the : 


process and put your mind at ease. AcaGinenswiend 2605 ee er aS Bc ee ae 68 


Pro Horizons Advanced Micro Solutions..........:0:0:0006 Liane Seen ee EA Sd RC ene ae he 56 
800-729-3242 | www.prohorizons.com 





New Jersey — Regional CPA firm wishes to acquire 





or merge with retirement-minded practitioners. Reply | | AICPA c/o Aon Insurance Se 
to: Box #195, c/o JOA, P.O. Box 1510, Clearwater, ; 
FL 33757-1510. 

s Won Unsurance: Services: 20. ee aes ee pee i ee 34 
Work and live in paradise. Prestigious tax practice 
(seasonal) immediately available in Hawaii due to iutomatic: Mata Processus, (ADP\iat oo sive ke acccase tas eset te A On ae el ee Bee ae 7. 
medical reason. Yearly billing: $350K. Low over- : : a ae 3 : ne / 
heads. Fi i ilable. Contact: hoo. : Oe ; 

Be atone: Contact: xpdyt@yahoo Becker Professional Reviews nic ie cies econo scjoshepeaeo eben fealuntes teanacsettegek, selves sopaurecene ts Ts 
com : es : 
Best Soltwart he 60, 61 


Creative Solutions eae es ee eee icc ca ae ee ee oe 


Fujitsu Computer Products of America .......s..+. ae a ste seeeeonstessceees Wg EGGS cen ae ee 
Google Inc. ..... 2 ae a hee eet tee Loe Ce oO 


Consider Your Options! 
Let Us Do the Work! 


Internal Revenue SORICe ic oes Se a Oe Re, Ue oe tein eee 39, 41, 43 


an Gad Pe RO A ak gales ero Gale Ee Ses 
Get the Right Price! oF co ] ae | : 
Sell on YOUR Terms! JSM Accounting ee Tne eo. seteneeeenerenses Piste Geet copseess lessuects ee ene ee 79 

Key One te so as a cesta ccs eee setevvceevaeesnuetsunsceseeconiecteaneanceeusscetiensaess 18 


Call in the experts! 


800-397-0249 |||" Softwar aie so ee PE ott “rom o oO 


ee Lockhart Industries, Inés es . Ue are ee ERA es ake een es Ce a 87, 89, C4 
BUYERS: See our listings at a ee | 
www.accountingpracticesales.com Paisley Consulting... ident nese: oe Se Caren EE ei Br ea as ee 17 





RIA Group ....... whindetstombaeten ieee ee eee ee erect suas featruseat cease eee: Piensa 2 


ACCOUNTING ||; 1 
PRACTICE ee | 


Ce ee ee Ee pes Sg 13 
SALES tod = 8 
We Make Dreams Happen. WETS er ee ee cee sieseeeeseeneenseensecseeceneenecenecs Vico sanuocy shames dutancs leds spe ssaues Seer and ee emeae eaten 
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RESOURCE GUIDE 





Do you need to speak to 
anyone at the JofA about: 


ADVERTISING 

Rates or display ads. Direct sales 
201-938-3767 

Classified ads. 
Russell Johns Associates, Inc. 
800-237-9851; joa@rja-ads.com 

Media kits; mailings; editorial calen- 
dars. Direct sales 201-938-3129 


CHANGE OF ADDRESS 

Member’s change of address; prob- 
lems. Membership 888-777-7077 

Nonmember’s change of address; 
problems. Customer service 
888-777-7077 


PUBLISHED ARTICLES AND 
REPRINTS 
- Copyright permissions information 
hot line. 201-938-3245 _ 
Academic permissions. To photo- 
copy items for educational class- 
room use, contact Copyright 
Clearance Center, Customer 
Service 978-750-8400 or 
www.copyright.com 
Commercial reprints (orders of 500 or 
more). Contact Diana Sholl at 
Reprint Management Services 
717-399-1900, ext. 162 
Permission to reprint request form. 
Dial the AICPA faxback system 
201-938-3787 and request docu- 
ment no. 1975. 

_ Photocopies of old articles; article 
research (for members only). 
University of Mississippi 
1-866-806-2133 


NEW ARTICLES 

How to submit articles. Sarah Cobb 
201-938-3290 - 

Reprints of articles for authors. 
Marie Josey 201-938-3292 

Requests for authors’ guidelines. 
Marie Josey 201-938-3292 

Status of submitted manuscripts. 
Sarah Cobb 201-938-3290 

Technology—articles. 
Stanley Zarowin 
zarowin@mindspring.com 
(The JofA does not provide 
recommendations on software or 
hardware.) 

News stories. Robert Tie 
201-938-3412 


ORDERS 

For AICPA publications referred to 
in the JofA. General order line 
888-777-7077 


SUBSCRIPTIONS 

To order subscriptions to AICPA 
products. General order line 
888-777-7077 
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BY STANLEY ZAROWIN 


Overcome the Seduction of Consensus 
Conventional wisdom gives high marks to 
consensus and failing grades to dissension. 
After all, the prevailing theory goes, those 
who don’t give unqualified support to the 
boss, but question his or her plans, under- 
mine the supportive climate that’s needed 
for business success. 

But that bit of “wisdom” contains 
a flaw so serious it can destroy a 
business. As we’ve seen lately, 
passive directors who fail 
to provide proper 
oversight can let a 
company commit 
criminal, or at least 
unethical, acts. 

Consensus, in 
and of itself, is not 
bad. It becomes bad 
only when agreement is reached by peo- 
ple who think support is “going with 
the flow” or teamwork means never 
challenging the judgment of the majori- 
ty or the boss. Questioning the majority 
or, even worse, an authority, is difficult 
and can be dangerous to one’s career. 
Those who buck conventional wisdom 
often are labeled skeptics or, worse yet, 
troublemakers. 

We’ve all heard this corporate slogan: 
We must pull together to achieve our common 
goal. The message that’s implied is: Since 
dissent is negative thinking, it’s discouraged. 
So stay positive. If your peers accept it, go with 
the majority. After all, collective judgment is 
infallible. 

That’s called groupthink. 

Alfred Sloan, who ran General Motors 
Corp. from 1923 to 1956, once said at a 
directors’ meeting: “Gentlemen, I take it 
that we are all in complete agreement on 
the decision here. Then, I propose that 
we postpone further discussion...to give 
ourselves time to develop disagreement 
and perhaps gain some understanding of 
what the decision is all about.” 

So what’s an independent-minded per- 
son to do when faced with colleagues 
who are living in an echo chamber of 
their opinions? Remaining silent or even 
resigning is an option, but then the lone 
skeptical voice is lost. Debating the major- 
ity point by point and countering their 
premises in a matching sales-pitch voice 
are judged to be argumentative and un- 
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supportive—and thus get discounted as 
background noise. 

Yet have you ever noticed how the dis- 
tinctive occasional chirp of a single bird 
stands out and commands your attention? 
Can that image be extended to a business 
meeting experiencing groupthink over a 
hare-brained proposal supported by the 
boss or a majority of the group? Instead of 
mounting a full-scale counterattack, 
ask one or two penetrating questions 
or show skepticism in a voice that 
does not sound like a 
$ sales pitch. Then disen- 

gage. The result may 
surprise you. 

It won’t happen 
all the time, but on 
occasion the tone of 
§\ the discussion will 
shift. A participant 

who has been relatively 
quiet up until now will restate one of the 
penetrating questions or rephrase an earli- 
er skeptical comment. While there is no 
guarantee that the idea will be rejected, at 
least the discussion will rise to a more ex- 
ploratory level. 





Look Into LLC Status 

Ask your lawyer why an increasing num- 
ber of professional firms are organized as 
limited liability companies (LLC) instead 
of S corporations or partnerships. You'll 
find that LLCs offer more protection 
against personal liability in the event of 
bankruptcy. Also, they are not subject to 
the restrictions on numbers and kinds of 
shareholders that apply to S corporations. 


STANLEY ZAROWIN, a former JofA se- 
nior editor, is now a contributing editor to 
the magazine. His e-mail address is zarowin 
@mindspring.com. 


An Invitation 

The JofA publishes a 
monthly collection of 

Golden Business Ideas 

and invites readers to 
contribute their favorites (for 
attribution, if you like). 


Send your ideas to contributing 
editor Stanley Zarowin via e-mail at 
zarowin@mindspring.com or regular mail 
at the Journal of Accountancy, Harborside 
Financial Center, 201 Plaza Three, Jersey 
City, NJ 07311-3881. 














Before you buy 
an AS scanner, 


measure your desk. 








hc 
ae The last thing you want is more scanner than you have desktop. Highly 
\, unlikely with the Fujitsu #-4530C color scanner, the world’s smallest A3 
automatic document feeder in its class* Suitable for all office documents 
up to 11"x 17", it not only saves space but scans at speeds of up to 
A7ppm at 200dpi in color, grayscale or b&w. Its ultrasonic double 
_ feed detection prevents lost images from two or more sheets being 
: fed through together at the same time. And at only 
$3,995 its price is as small as its footprint. In 
addition, with the purchase of ScanCare® your 
service will be as dependable as your scanner. 
To find out more, call 800-831-8094, or 
visit us at www.fepa.fujitsu.com. 


Fujitsu 7-4530C 


The worlds smallest A3 scanner 

















bid 


Nd 


9" —_ 


CO 
FUJITSU 


THES POS ss PB IhiTTES ARE US EIRITE 


JO scancare 


"Based on footprint. Source: InfoTrends Research Group, Inc.'s "2003 Document Imaging Market Forecast and Analysis” April 2003. ©2004 Fujitsu Computer Products of America, Inc. (FCPA). All rights reserved. ScanCare is sold 
separately as a warranty upgrade, and is not included in the $3995 cost. Fujitsu and the Fujitsu logo are registered trademarks of Fujitsu Ltd. ScanCare is a registered trademark of FCPA. i 
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TAX 


THE LOCKHART GUARANTEE 


You risk nothing! Everything you order, including 







design fees and custom imprinted work, is guaranteed 
to satisfy you, or return it, at our expense, for an 
immediate 100% refund. Period. 
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MAC CHnn tac eeti a - 
(214) 348-1422 Toll-Free (800) 966-2709 








Branding Images of Ree nes tmp 
6,000 professional firms...since 1981. 


_and ask for Special Offer #B305. 


Rely on our Prestige Presentations™ 
to open doors and command 
attention of affluent, discerning 
prospects and clients. These 
world-class presentation materials 
speak loudly and clearly about 
your professionalism, innova- 
tive ideas and attention to 


detail. And they say it in 
one word: Quality! 











— AN INVITATION ———— 
Learn how our Prestige Presentations can 
rilacrtraren a ceahict lM Oe 
of your work. Call Toll-Free (800) 966-2709 





